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WEDNESDAY, APRIL 20, 1954 


UNITED STATES SENATE, 
SUBCOMMITTEE ON MILITARY PROCUREMENT 
OF THE COMMITTEE ON SMALL BUSINESS, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10 a. m., in room 155, 
Senate Office Building, Senator Smathers presiding. 

Present: Senators Smathers and Duff. 

Also present: Robert Forsythe, chief counsel, and William D. 
Amis, professional staff member. 

Senator SMaTHERS. The meeting will come to order. 

I have a brief statement I want to make. 

This is an open hearing of the Subcommittee on Military Procure- 
ment of the Select Committee on Small Business of the Senate. It 
is a pleasure for me to serve as chairman of the subcommittee which 
each vear conducts a thorough survey and study of our procurement 
system. We are especially delighted to have with us Senator Duff, 
a member of the subcommittee. 

We are guided in our considerations by the general proposition that 
small-business firms received a fair proportion of contracts awarded 
by the Department of Defense. Congress felt so strongly about this 
that the Armed Services Procurement Act spells it out as a declaration 
of congressional policy. As a result, the military services have set 
up small-business programs designed to carry out the intent of Con- 
gress. In addition, the Small Business Administration has been 
given specific duties by Congress to further assist the Department of 
Defense in this area 

During the course of the year, the staff of this committee comes 
face to face with the many problems which arise when we try to ad- 
minister this procurement program. Our purpose in holding this 
hearing is first of all to attempt to determine if the intent of Congress 
in giving small firms a fair and proportionate share of contracts is 
actually being carried out. Next, we are interested in discussing some 
of the problems which arise in the military-buying program. Many of 
these problems have a direct effect on the success or failure of a small 
concern to compete for defense contracts. We are also interested in 
receiving a comprehensive review of the small-business programs of 
the Army, Navy, and Air Force. 

The committee recognizes that since the end of the Korean conflict, 
there has been a cutback in defense spending. We also know that 
such a turn of events makes it more difficult to channel contracts into 
the small manufacturing plants. Such an atmosphere demands an 
even greater effort on the part of all of us to improve current programs. 
We are most interested to learn what steps you people have taken 
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since our hearings last year to implement and strengthen the small- 
business programs. 

We will hear first from representatives of the Department of De- 
fense and then from representatives of the Department of the Army. 
We shall continue the hearings tomorrow in this room at which time 
we will call upon representatives from the Department of the Navy 
for their presentation. On. Friday the committee will hear from 
representatives of the Department of the Air Force, in room P-38 of 
the Capitol, which is also known as the District of Columbia com- 
mittee room. 

Our first witness this morning is Mr. Thomas Pike, Assistant 
Secretary of Defense for Supply and Logistics. 

Mr. Pike. 


STATEMENT OF HON. THOMAS P. PIKE, ASSISTANT SECRETARY 
OF DEFENSE (SUPPLY AND LOGISTICS), ACCOMPANIED BY 
JOHN HAMLIN, SMALL-BUSINESS ADVISER TO THE ASSISTANT 
SECRETARY OF DEFENSE 


Mr. Pixs. Mr. Chairman and Senator Duff, I have a statement 
which I have written up here which I would like to read to the com- 
mittee. However, prior to getting into the statement, I should like 
to say first that I am Assistant Secretary of Defense for Supply and 
Logistics. I would like to point out to the committee that I have a 
keen personal interest in this program on account of my own particular 
background. 

I happen to have been a small-business man myself before I came 
to the Department of Defense, having started my own business back 
in 1938 with a nominal amount of borrowed capital, in a highly com- 
petitive business, that of oil-well-drilling contracting. I have had to 
compete hard to get business from major oil companies, small oil 
companies and so forth. 

Prior to that time, I worked for an oil-well supply business that 
was also a small business. My father, my brother and my grand- 
father before me have been small-business men. 

With that background, I have taken a very keen interest in the 
Department of Defense’s small-business program and I have been 
able to bring into my office as my assistant a very able man, John 
Hamlin, who has also had a small-business background. 

As an Assistant Secretary of Defense, I have had open to me three 
important major avenues by which I can assist small business to get 
its fair share of Defense contracts. With the encouragement and 
assistance of Secretary Wilson I have been working on all 3 of them 
and I am pleased to be able to report important progress in all 3 
categories. The three opportunities to which I refer are: 

One, the formulation of good, sound policy; 

Two, the stimulation of enthusiasm and determination in those 
charged with carrying out these policies, and 

Three, wholehearted cooperation with Congress, the Small Business 
Administration and other agencies of Government who have related 
responsibilities. 

In the area of policy statement we have made a very good start. 
We have an obligation to see to it that small business gets a fair share 
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of defense business. So far as I am concerned in a free-enterprise type 
of economy a “fair share’’ means all they can get for themselves when 
they are given an open and fair competitive opportunity. We have 
taken this concept of a fair share and we have built our new small- 
business policy around it. We have analyzed very carefully just 
what needs to be done to make sure that small business regularly 
gets a fair competitive opportunity and we have stated in a very clear 
and forthright way that this is what we are going todo. This state- 
ment is embodied in our Department of Defense Directive 4100.10. 

I am going to come back to this subject a little later and enumerate 
some of the specific policy statements that are made in it. The point 
I want to make right now is that we have come up with a new, strong, 
clear statement of small-business policy, and as far as I know it has 
been very well and even enthusiastically received and is serving as a 
very fair ‘magna carta” of the basic rights of small business. 

Under the heading of leadership I want to pay a tribute to Secretary 
Wilson. He has very specifically made me responsible to him for 
seeing to it that this program is given priority rating and that it is 
given some real leadership. He told me that he was glad I am a small- 
business man because we in Defense have an important job to do for 
small business. He said that anyone who believes in our free-enter- 
prise system believes in small business because small business is the 
very heart of our free-enterprise system. I have received consistent 
and energetic support from Mr. Wilson in everything that I have 
undertaken to do for small business. 

Now so far as leadership is concerned I have been very fortunate 
in getting positive support from the procurement Secretaries of the 
military departments in this area. In the Army, Assistant Secretary 
Frank Higgins has moved his small-business adviser up in his organ- 
ization so that Jack Askins now reports directly to Assistant Secretary 
Higgins and gives him the small-business point of view on all kinds of 
current problems. In the Navy, Assistant Secretary Ray Fogler has 
been getting similar counsel from his very capable small-business 
office headed up by Comdr. Neale Curtin; and in the Air Force, 
Assistant Secretary Roger Lewis has given his time and effort gener- 
ously to the leadership of the vigorous Air Force small-business pro- 
gram. Mr. Lewis has a top assistant in Ken Weddell, who has had 
a great wealth of experience in this field. 

Now, I firmly believe that there is nothing like some enthusiastic 
leadership from the top to inspire a lot of aggressive activity down 
through an organization and really bring a program to life, and I am 
frank to say to you that I believe you could hardly ask for a finer, 
more competent group of men than these I have just named, nor for 
a better spirit in the conduct of our small-business program than these 
men are showing. 

Now that brings me to my third category and to my friend, Wendell 
Barnes, because the principal agency in Government with responsi- 
bility to help small business is, without doubt, the Small Business 
Administration. In my opinion it is only fair to say that insofar as 
procurement assistance is concerned, Wendell Barnes has a rather 
difficult assignment. I say this because his responsibility is largely 
the same as that of the Defense Department so far as procurement 
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assistance is concerned, and of course he does not have the direct 
operational authority in this area which is properly assigned to the 
military departments. According to the law, Mr. Barnes is directed 
to consult and cooperate with procuring agencies and, of course, it 
takes two to cooperate. 

Well, it is my firm intention to make this job of Mr. Barnes and 
of the Small Business Administration as easy and as productive of 
worthwhile results as we in Defense possibly can. Parenthetically, I 
should like to say that Wendell Barnes and I have become acquainted. 
I made it a point to do that. We meet each other quite frequently. 
He comes to the Pentagon for lunch and I visit him in his office. 
We have a good, close personal relationship. 

One of the first things we did was to invite a Small Business Ad- 
ministration representative to sit in with our small-business people in 
the development of our new directive 4100.10 stating our Department 
of Defense small-business policv. Many suggestions of the Small 
Business Administration were reflected in the paper as a result of 
this procedure. More recently we have invited the Small Business 
Administration to set up a liaison officer who is installed in the 
Pentagon on a full-time basis and who shares an office with my 
small-business adviser. 

Mr. Barnes has selected a very able member of his staff, named 
Ted Haugh, to take this job, and Mr. Haugh is a man who enjoys a 
high degree of personal confidence from Mr. Barnes. Ted Haugh and 
John Hamlin see each other many times every day. Mr. Haugh sits in 
on the meetings of the small-business advisers of the military depart- 
ments and his suggestions are taken into account in the development 
of small-business policy in just the same way that any others are. 
In this way the Small Business Administration is now enabled for the 
first time to sit right in on the formulation of policy and to make any 
suggestions they think appropriate, and they are informed as to why 
we make or don’t make any specific decision in a particular way. 
This arrangement is a new one and it has not yet had time to really 
prove itself to the maximum but it is certainly off to a good start and 
I am optimistic that it is going to afford the Small Business Adminis- 
tration its first real opportunity to be effective in something like the 
way that I feel the Small Business Act of 1953 visualized. 

At this point I would like to repeat and emphasize that we are 
entirely open to suggestions on specific ways in which to improve this 
program. It is helpful in a sense to have the shortcomings of a pro- 
gram such as this one pointed out to you, but it is much more helpful 
to have specific, practical, workable suggestions as to how to cure 
those faults. We think we have a good program, but on the other 
hand, we do not think we have all the answers and we will always 
welcome from this committee and from the Small Business Adminis- 
tration and from any other agency or from the public, specific sugges- 
tions for the good of the cause of small business. 

Now your Mr. Forsythe has pointed out that some members of this 
committee are new on the committee and he has asked that we give 
you some of the A B C’s of our program. I can do this very simply 
and briefly. A review of our Department of Defense small-business 
program is just a matter of bringing to your attention the specific 
policies that we have set up to assure that small firms will have a fair 
competitive opportunity. These specific policies are briefly but clearly 
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stated in section IV of our Department of Defense Directive 4100.10, 
copies of which, with this section checked in red, I have given to 
your staff for each of you. Here is a list of their objectives: 

(1) To make it easy for small firms, if qualified, to get on military 
bidders’ lists. 

(2) To assure that they are solicited for bids or proposals after they 
have secured listing as sources. 

(3) To divide procurements into reasonably small, economical 
production lots so they can bid on them. 

(4) To give them the information they need to prepare their bid 
intelligently , 

(5) To give them a reasonable period of time to prepare.it. 

) To establish delivery schedules that are reasonable in relation 
to needs. 

(7) To seek continuously and actively for new small-business 
suppliers. 

Of course these are by no means all of our policies that are of special 
interest to small firms. They are, however, the heart of our program. 
It is these policies that undertake to assure a fair competitive oppor- 
tunity to the small-business supplier. 

Good policy is certainly the foundation of a good program, but of 
course a lot more goes into a program than just policy. Even with 
good policy, good leadership, and good morale there will be individual 
cases in which policy is not carried out to the letter. In an operation 
of the magnitude of the Defense Department it is inevitable that such 
cases will arise. Cases of this kind are especially likely to find their 
way to the attention of your committee, and it is a matter of particular 
regret to me that committee members in this way probably do not 
get a representative picture of the scope and effectiveness of our overall 
program. I want you to know, however, that we welcome your 
bringing to our attention cases that are or appear to be in conflict 
with our policy in order that we may take corrective action. 

A subject that has long been of very particular interest to your 
committee and equally to me and my staff in Supply and Logistics is 
that of subcontracting to small business. From here on, if | may 
digress from my text for a second, I have made it a point to very 
carefully read and study the report of your predecessor committee 
here and have noted the various areas in which that predecessor com- 
mittee felt more attention should be given. In the rest of my remarks 
I will attempt to address myself to those particular points that were 
brought out in that report. 

The difficulty of discovering a satisfactory solution to this problem 
has been recognized by virtually everyone who has worked on the 
problem, including, I believe, your predecessor committee. The 
responsibility of the Department of Defense in this area has long been 
acknowledged explicitly by an armed services procurement regulation 
provision which includes in most of our contracts for more than $5,000 
a provision that the contractor will subcontract to small concerns to 
the maximum extent which he finds consistent with the efficient 
performance of his contract. We have also stated our objective in 
general terms in our directive 4100.10 where we say that we will seek 
to assure small firms a fair share of defense business, both as prime and 
as subcontractors. 


2 See appendix 1, p. 272. 
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For nearly a year our small-business people have been working on 
this problem in an effort to develop a policy which will assure this fair 
share of subcontracts to small firms without infringing on the authority 
of the prime contractor to manage the performance of his contract and 
to discharge his responsibilities thereunder. 

Senator Durr. May I interrupt you at that point there? What do 
you do to monitor that situation, to follow up, in your judgment 
whether or not the prime contractor is complying with the regulations 
in that respect? 

Mr. Pike. Well, in my office, Senator Duff, as you know, we have 
the broad responsibility for advising the Secretary of Defense with 
respect to policy in this area. We are responsible, also, for the imple- 
mentation of our policy. We are forbidden to get into the field of 
- operations, so that makes this job as opposed to a comparable position 
somewhere else a bit difficult. 

However, I have undertaken, just within the last month, a series 
of trips with my staff director for procurement and with the top pro- 
curement people from each of the military departments, and we have 
made visits now to several procurement offices in the Detroit area, in 
Newark, and the New York area. We have an agenda of the items 
on which small business works and subcontracting under that is one 
of the items we inquire into in each one of these visits we make. 

From my own firsthand observation to date, and within the last 
30 days, I would say that the small-business advisers and these pro- 
curement officers that we have visited are extremely conscious of their 
responsibility in this area and are doing a good job. 

I have been particularly impressed with the presentation and with 
the conversation we had with the procurement people of the Air 
Force. At the Air Force Materiel Command at Wright-Patterson 
Field I was told, for instance, specifically, of a rather major contract 
that was recently to be let to one of the large aircraft companies, and 
the general who had charge of the procurement out there recited him- 
self the time that he took, the measures, devices, conversation that 
took place with this aircraft company’s representatives to get it to 
increase the percentage of that total contract that they would sub- 
contract to small business. I came back from that particular trip 
with a feeling that the Air Force, which probably has a greater oppor- 
tunity to be forceful in this area, is very conscious of that responsibility. 

Is that responsive to your question? 

Senator Durr. I believe the chairman will agree with me that 
unless these people know that you are in sympathy with them and 
unless they are directed to do it, they won’t do it. 

Mr. Pixe. On the other hand, I was frankly very surprised. We 
had occasion to see several procurement directors in the past year— 
to issue several procurement directives, to issue them in the Depart- 
ment, and I have been amazed at the length of time it takes from the 
time the Department of Defense issues a directive to each one of the 
military departments to get it down or sent out to their various sub- 
divisions. I quite frankly was very happily surprised to see that all 
of these several policies we have had to check on were received, fully 
known about, and as far as we could determine, were in the process 
of implementation. 

For the last week, it has been touch and go as to whether we would 
have this subcontracting policy in final form before these hearings. 
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I am pleased to be able to tell you that this important statement of 
defense policy has now been completed and was signed by me on 
Monday of this week. 

Under this new policy prime contractors receiving contracts in 
amounts exceeding $1 million and which have important subcontract- 
ing possibilities for small concerns, will be urged by the procuring 
agency to set up company programs called defense subcontracting 
small-business programs. These programs will be designed to give 
small concerns a fair competitive chance at defense subcontracts in 
very much the same way that our departmental small-business pro- 
grams assure small firms an equitable competitive opportunity to 
secure military prime contracts. 

The opportunities for small concerns to participate in defense 
business and to contribute to our national strength as defense sub- 
contractors, are, we believe, very great, exceeding even the opportuni- 
ties available to them as prime contractors. We are pleased to be able 
to extend our defense small-business policy to this important area. 

Another area in which your committee has shown a continuing 
interest is the concept of ‘“‘suitability’’ for performance by small 
business. ‘This is a term which has been used for statistical reporting. 
It was introduced as a means of compensating to some degree for the 
extreme variations that take place in the “mix’’ of the things being 
procured by the military departments in different fiscal periods. Our 
objective was to make possible a comparison of the share of “suitable’’ 
items going to small business as a better index of the effectiveness of 
efforts to increase small-business participation. We have dealt with 
this situation by eliminating the term “suitable for small business’’ 
and by establishing a uniform Department-of-Defense-wide reporting 
system providing for the use of the same criteria by all services for the 
determination of the small-business potential. To accomplish this 
we have just revised our DD Form 350: The Individual Procurement 
Action Report, which is the form on which small business and all 
other procurement information about actions exceeding $10,000 in 
value is gathered. I am submitting copies of the proposed new form 
to your committee today and I call your attention particularly to the 
revised section 18 in which information relating to small-business 
participation is reported.’ 

You will note that there is no longer any provision for reporting 
whether or not the procurement was “suitable’’ for small business. 
All awards will simply be allocated to 1 of 4 major classifications— 
awarded to small business, no known small-business suppliers, awarded 
to sole-source large- business suppliers, and offered to small business 
but awarded to large business for specified reasons. 

You will also note that after the information provided for in this 
report becomes available to us in fiscal yeat 1956 we will have and will 
be able to supply to your committee information about the accom- 
plishments of the Department of Defense small-business program on a 
uniform Department-of-Defense-wide basis which has not heretofore 
been available. 

Three of the subjects which vour committee has indicated as matters 
of particular interest to them have been covered with explicit state- 
ments of policy in our December 16, 1954, directive 4100.10. These 
are the subjects of “delivery schedules,’ ‘emergency procurements,” 


3 See appendix 2, p. 275. 
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and “adequacy of data upon which to base a bid.””. We have recog- 
nized that it is the responsibility of the military departments to handle 
procurements in such a way that these considerations will not deprive 
a small-business concern of an equitable competitive opportunity. 
I will quote from our directive the statement of policy which covers 
these areas: 

V. Speciric Po.uicires 

B. * * * the military departments will include in their regulations or instruc- 
tions provisions requiring that, as to each such procurement, the following con- 
ditions prevail: 

* * 7~ x * * 7 

2. The required delivery schedules, consistent with military necessity, are such 
as not to preclude competent small-business concerns, including potential sup- 
pliers, from meeting them. 

3. Specifications and drawings when applicable, or in their absence, all neces- 
sary pertinent data are made available to small-business concerns in order that 
they may intelligently compute their bids or proposals. 

* * * * * * * 


5. Sufficient time consistent with military necessity, is allowed to enable 
potential sources as well as established sources to adequately prepare and submit 
their quotations. 

Another subject in which this committee has shown a continuing 
interest and on which you have indicated a wish to have a report 
today is the subject of so-called advertised procurements versus nego- 
tiated procurements, with special reference to the effects, if any, on 
the participation of small business in defense proc urement of the use 
of negotiation as a method. 

When this subject was discussed with your committee a year ago 
there was an expectation that in the absence of a new war emergency 
there would be a trend to a greater use of the advertised procurement. 
This trend has, in fact, developed. The portion of net prime contracts 
awarded to United States business firms by the advertised method, 
which was just under 11 percent of the dollars in 1952 and 1953, rose 
to over 15 percent in 1954, and is running at 13.3 percent for the 
first 6 monts of fiscal year 1955. 

I want you to know that I attach a very particular importance to 
this subject. The reason that I consider it so important is that your 
committee and others interested in the welfare of small business 
appear to be inclining to the view that the use of negotiation as a 
method of procurement by the military departments is detrimental to 
the interests of small business. After very careful review, it is my 
considered opinion that such is not the case. I believe that the use 
of negotiation in cases where it is now authorized by policy is function- 
ing, as a practical matter, in a way that is in the best interests of the 
taxpayer and of the national defense and at the same time is not 
adverse to the interests of small business. In fact, it may be operating 
as a net overall benefit to small firms. 

I feel certain that it would not be the wish of this committee that 
the military departments should modify their criteria of selection of 
methods if the present methods were working satisfactorily and were 
not in fact disadvantageous to small firms. For this reason it is a 
matter of paramount importance that we get to the bottom of this 
matter and determine, insofar as it is humanly possible to do so, 
whether the use now being made of the negotiations method is in fact 
hurting small business. 
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In order to get at the true facts of this matter, the first thing | 
should like to report is that I asked the Procurement Secretaries this 
question very explicitly, “Is the use of negotiation as a method of 
procurement operating to limit the opportunities of small firms to 
supply defense needs?” 

Now, as you know, the Procurement Secretaries of the military 
de ._partments, Mr. Frank Higgins of the Army and Mr. Raymond 
Fogler of the Navy and Mr. Roger Lewis of the Air Force, are the top 
people in the military departments with a responsibility for small 
business and, as I have already said, they are giving this program 
some real leadership. These three men all answered me categorically 
that in their opinion negotiation is not limiting the opportunity to 
participate of the small concerns. The fact that this view from the 
three separate departments was positive and clear and unqualified 
assures Me in my own conclusions. 

The view that negotiation is inimical to small business is related 
closely to the assumption that negotiation means less publicity and 
less competition, and that less publicity and less competition mean 
less opportunity for small business. Your predecessor committee has 
been correctly informed and has stated that negotiation is not to be 
taken as implying an absence of publicity or competition, vet at the 
same time it is clear that the supposition that negotiation is undesira- 
ble as.a method from the small-business standpoint is related to the 
assumption that it is more or less defective in these respects and that 
this defect hurts small business. 

In actual practice, ‘‘negotiated’”’ procurements are handled in a 
very similar manner to advertise procurements. The requests for 
proposals are circulated to the same identical sources that the invita- 
tion for bids would have gone to had the decision been to use the so- 
called advertised method. The negotiated procurement is synopsized 
in the Commerce Bulletin in the same way, under the same rules and 
with the same exceptions, that affect the invitation for bid. Thus, 
if vou are inclined to think of synopsizing as advertising, it can be 
stated that our negotiated procurements get advertised under just 
the same set of rules that our advertised ones do. 

The most significant difference between the two methods of pro- 
curement, as you undoubtedly know, is that in the advertised pro- 
curement each source makes a single sealed bid. These bids are 
opened at an appointed place and time. 

The award is made by the procuring agency on a basis of these bids 
and without any further opportunity to many of the participants to 
bargain. Conversely, in a “negotiated” procurement the procuring 
agency is authorized to bargain back and forth over a period of time 
in an effort to obtain price, terms, and conditions to the best advantage 
of the Government. 

My next point is that I have not said and will not say that on the 
average there is as much competition or publicity in a negotiated 
procurement as in an advertised. There is probably some ‘what less. 
But, and I believe this is important, the use of negotiation does not 
limit the competition or publicity, but rather the lesser opportunity 
for competition and publicity determines the choice of the negotiation 
as the procurement method. The method is, therefore, the effect, 
not the cause. 
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Negotiation is necessarily resorted to as a method in cases where 
there are few potential sources. There will be less competition or 
publicity in negotiated procurements by and large than in “‘advertised’”’ 
procurements because the method will be resorted to where competi- 
tion is limited or not possible. Observers who note this relationship 
may mistake the cause for the effect and wrongly blame the method. 

The point that I wish especially to emphasize is that there is nothing 
about the negotiative method per se that limits competition or 
publicity. 

Senator Durr. In that connection, may I ask you: In negotiations, 
is there any public notice given of your intention to negotiate or is 
it merely mailed out to those on a list? 

Mr. Prxe. It is mailed out to the sources on the list, Senator Duff. 
In addition, it is publicized through the Department of Commerce 
synopsis in the same manner that advertised bids are. 

Senator Durr. There is the same public notice given except the 
method of award is different, is that so? 

Mr. Prxr. I would say to the extent of my knowledge, yes. Perhaps 
there might be some of my staff 

Senator Durr. I think it is very important for that to be clear 
because some of the complaints that have been made to me in the 
past have been that small firms have not known that the matter was 
up for negotiation. Maybe that was their fault. But it seems to 
me it would be very helpful if there could be some recognized method 
so that they would know if they were interested in subbids at a time 
and place where negotiation was convenient. 

Mr. Pixr. May I refer that question to Mr. Hamlin here? ** 

Mr. Hamuin. Senator Duff, there are exceptions under which 
no synopsizing is permitted. These are perhaps more likely to apply 
to negotiated procurements than would be the case if the same procure- 
ment were made by the advertised method. So, it might not be 
accurate to say that a negotiated procurement would be just as likely 
to be synopsized as an advertised. 

Senator Durr. Is there any objection, in your judgment, to giving 
public notice that a contract will be negotiated, any more than there 
would be if you were going to take bids on it? 

Mr. Hamuin. No, sir. 

Senator Durr. You would certainly eliminate a lot of complaints 
in my judgment by giving notice of an intention to negotiate. 

Mr. Pixe. I think that is a sound suggestion, Senator. 

Senator Durr. I think that would eliminate a good deal of criticism. 

Mr. Pike. We will be glad to take a good look at that suggestion. 
I will be happy to discuss that with the procurement. secretaries. 
We will report back to you specifically on that suggestion, Senator. 
The fact is simply that it is used most often where for other good 
reasons competition or publicity cannot readily or practically be 
obtained. 

(Following is letter from Assistant Secretary Pike clarifying his 
discussion on the subject of negotiated procurements:) 





3a Mr. John Hamlin, small-business adviser to the Assistant Secretary of Defense (Supply and Logistics). 
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EXHIBIT 1 


ASSISTANT SECRETARY OF DEFENS} 
Washington 25, D. C., May 19,1955, 
Hon. GrorGEe A. SMATHERS, 
Chairman, Military Procurement Subcommittee, 
Select Committee on Small Business, 
United States Senate 


DreaR Mr. CnHarrman: You will recall during my testimony before you 
subcommittee on April 20 that Senator Duff brought up the question of giving a 
more widespread notice to business firms in our negotiated procurements, 

In my prepared statement I referred to our policy of synopsizing negotiated 
procurements in excess of $10,000 in the Department of Commerce daily synopsis 
of proposed Government procurements. In the interest of ¢ arity there follows 
excerpts of the policy of synopsizing as contained in the Armed Services procure- 
ment regulation. 

“ASPR 2-206.1 Statement of policy.—All proposed unclassified procurements 
made in the continental United States, which may result in an award in excess of 
$10,000, will be publicized promptly in the Department of Commerce publication 
Synopsis of United States Government Proposed Procurement, Sales and Contract 
Awards, except the following: 

(a) Procurement of research and development. 

(6) Procurement of studies or surveys. 

(ec) Procurement of perishable subsistence supplies. 

(d) Sole source procurement. 

(e) Procurement where competition is known to be limited by patents, copy- 
rights, or secret processes, 

(f) Procurement which must be made too quickly to permit prospective 
contractors, dependent on the Department of Commerce synopsis for information 
to obtain invitations for bids or requests for proposals in time to prepare and 
submit their bids or proposals. 

(g) Procurement not in the above categories which nevertheless must be 
accomplished under such circumstances or conditions as to clearly preclude any 
benefit to industry or the Government by such publication. Justification in each 
case, for not publicizing the procurement under this exception, shall be in writing, 
approved by the chief of the purchasing office or his designee, and made a part of 
the procurement file.”’ 

The above policy, of course, is designed to give the maximum amount of 
publicity to negotiated procurement for all procurements in which such publicity 
is useful. 

The small-business specialists at our major purchasing activities are responsible 
for screening all proposed procurements to assure that prompt action is taken 
with respect to publicizing such procurements through the Department of 
Commerce synopsis. 

As a means of determining the extent to which the publicizing of proposed 
procurements is carried out, individual purchase action reports of all procurements 
in excess of $10,000 provide information as to whether the procurement was 
publicized and if not the justification for not publicizing. 

The small-business specialists in the military departments are conscientious in 
trying to get the maximum publicity and participation in negotiated procurements. 

Another question brought up during my testimony concerned the use of section 
2 (ec) (1), Public Law 413, as the citation for authority to negotiate. I stated, 
subject to confirmation that, in each case where 2 (c) (1), the national emergency 
exception, is being cited as the authority, procuring officers are now required to 
support the contract file with a justification in terms of the alternate exception 
under 2 (c) applicable to this particular procurement. This statement has been 
confirmed. While the above information at present is made a part of the procure- 
ment file, beginning with the fiscal year July 1, 1955, individual purchase action 
reports on all procurements in excess of $10,000 will provide information with 
respect to the alternate exception in each case where 2 (c) (1) is cited as the 
authority. This will enable us to compile statistically for management purposes 
the use which would have been made of other exceptions had not 2 (¢) (1) been 
available. 

I trust this information will clarify our discussion of the two questions involved. 
If I can aid the subcommittee in any other way please feel free to call on me. 

Sincerely yours, 
/. 2s eee 
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Mr. Pike. This point is so important that I want to illustrate it 
with a further especially eloquent example. One of the procedures 
that we carry on in the interests of small business is the partial joint 
determination. In a partial joint determination the military depart- 
ment sets aside a portion of a procurement for the exclusive partici- 
pation of small business. The non-set-aside portion is then awarded 
under a sealed-bid type of procedure in which both large firms and 
small firms can participate. With the price established under the 
advertised portion, the contracting officer uses the negotiation pro- 
cedure to endeavor to negotiate the portion set aside to small con- 
cerns at a price no higher than the established price by an original 
advertised bid. Here, then, is an example of the method of negotia- 
tion being used to give a particular type of assistance to small business. 

I would like to add a note there from my own experience as a small- 
business man. Whenever | had a chance to talk to the contracting 
officer of the oil company about our bid which was always made on 
a detailed set of specifications, I had a much better chance to get the 
job, because the thing was opened for discussion. The oil company 
might point out a change in the situation as compared to the time 
they put ovt the original specifications. I had a chance to adjust or 
change my price for it. I have secured a good many jobs, senator, 
just because of that negotiated type of opportunity. 

Senator Durr. I can see that advantage as long as it is not a 
closed book. 

Mr. Pike. Right. 

Senator Durr. The closed-bid proposition is the one that inter- 
ests me. 

Mr. Pixs. You have a good point there. 

To sum up what I have been saying, negotiation as such does not 
hurt small business. Under our policies the small-business man is 
entitled to an equitable competitive opportunity on the things he can 
produce. His bid or proposal is sought on items which are in the 
small-business potential, and he is given an equitable opportunity to 
compete for the business. 

I am incorporating in my statement at this point a table. This 
table shows the number of procurement actions awarded to small 
business during the last 5 full fiscal years and during the first half of 
fiscal 1955. It also shows the percent of the so-called advertised pro- 
curements and the percent of the negotiated procurements based on 
the number of actions of each type that went to small business in — 
period. In 1950, 1,267,269 went to small business, a total of 7 
percent; 74.9 percent were advertised and 72.7 percent were sc tidaiak 

In 1951, 1,875,920 went to small business, a total of 73 percent 
again; 74.7 percent were advertised and 72.9 percent negotiated. 

In fiscal year 1952, 2,234,439 went to small business, a total of 73.3 
percent ; 77.6 percent were advertised and 73.1 percent were negotiated 

In 1953, 2,096,167 went to small business, a total of 75 percent; 
81.4 percent were advertised and 74.5 percent were negotiated. 

In 1954, 2,124,931 went to small business, making a total of 76.1 
percent, of which 84.1 percent were advertised and 75.5 percent 
negotiated. For the first half of fiscal vear 1955, 1,151,949 went to 
small business, a total of 78.1 percent; 84.7 percent were advertised 
and 77.6 negotiated. 
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I would like to point out that the table reveals two facts of interest 
It shows a definite, steady upward trend in the share in numbers of 
both types of procurements going to small business over this period, 
and two, it shows that, although small firms have received a larger 
share of the advertised procurements than they have of the negotiated 
procurements, the difference in the two is rather surprisingly small. 
The figures even when taken as flat unadjusted percentages of total 
awards do not indicate that small business’ chances of getting business 
are curtailed in an important way by the use of negotiation. 

In reading these figures, however, some allowance should be made 
for the fact that the method of negotiation is more likely to be used 
in the procurement of items that are not in the small-business potential 
than is the method of advertising. Allowance for this factor, therefore, 
fortifies the conclusion that the use of negotiation is not in itself 
prejudicial to small business. It supports the view previously stated, 
that although items not in the small-business potential are more likely 
to be negotiated and hence negotiation is somewhat more likely in 
the cases of procurements in which small business does not participate, 
the truth is that the nature of the item being procured limits the 
small-business opportunity rather than the method of procurenemt 
employed. 

In closing I would like to say that, in my opinion, the small-business 
organizations of the military departments with the Small Business 
Administration personnel joining them in a new cooperative spirit are 
addressing themselves to the problems of small business which have 
been noted by your committee and are making gratifying progress 
toward resolving them. 

We are going to continue to be aggressive in prosecuting this pro- 
gram, and, in my opinion, it is in that determination that your com- 
mittee has the best assurance that small business will get its fair share 
of defense procurement. 

I should like to additionally say, Mr. Chairman, that I myself, 
personally, in my office would be most happy to receive any suggestions 
that. you may have enabling us to do a better job in this area. 

Senator Durr. There are two other suggestions I would like to 
make in connection with the general picture and that is, one, small 
businesses are very apt to be in the small community where people 
who have been employed there are rooted there not only by their 
investment in owning their homes but family ties and other factors. 
And if there is a concentration or if there is a tendency to concentrate 
away from that, you are showing a tendency, if it is persisted in, to 
eliminate that type of activity in the small community. That is 
number one. 

The second is that with modern weapons, a continuous tendency to 
contentrate is giving you a continuous tendency to offer the enemy, 
any possible enemy, a better target all the time where they can wipe 
out the whole thing at once. And as I observe the picture, and am 
briefed on the various possibilities of these new weapons, it is indicated 
to me clearly all the time that one of the important things we have 
got to consider in this country is the matter of dispersion rather than 
further concentration. 

This aiding of small business in small communities would be defi- 
nitely beneficial in that direction. 

Mr. Pike. No question about that, Senator. 
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Senator Durr. The staff has asked me to ask for clarification on 
this statement on page 13, the second full paragraph. I think this is 
in line with what I personally asked you a while ago, in which they 
say: 

My next point is that I have not said and will not say that on the average there 
is as much competition or publicity in a negotiated procurement as in an adver- 
tised. There is probably somewhat less. 

That was in line, I take it, with the question that I asked you a 
minute ago along that line and we will,be glad to hear a further 
statement about it. 

Mr. Pike. Generally speaking, the negotiated method must be 
used with complex, heavy hardware items of military specifications; 
sources are few there and those items themselves are just not small- 
business potential. 

Senator Durr. If you will give the statement that you volunteered 
to give in answer to my question, will answer the question. 

Mr. Forsytue. I have a few questions that Senator Smathers 
noted on his sheet before he went out. 

Under subcontracting, first of all, go back to page 4. The Senator 
wanted to know what type of meetings and how often such meetings 
are held, to which Mr. Haugh is invited to sit in on various matters of 
policy and formation of policy concerning military matters, as they 
affect small business. Can you throw any light on that? 

Mr. Pike. I would like to refer that to Mr. Hamlin. 

Mr. Hamurn. Mr. Haugh’s office adjoins mine. We have a com- 
mon reception room. Mr. Haugh is invited to all of the meetings 
which I have with the small-business advisers of the military depart- 
ments, without exception, and in addition to that, we see each other 
constantly during the day. Whenever he has a matter to discuss he 
walks into the office and I do the same to him. I should think the 
formal meetings must run on the average of once or twice a week, and 
informal meetings many times a day. 

Mr. Forsytue. So he is advising as a representative of that agency 
on policy matters and other day-to-day matters that affect small busi- 
ness in the procurement system. 

Mr. Hamutn. That’s right. I undertake to keep him posted from 
day to day, almost hourly, on any development of interest, and he 
does the same forme. It has been a very helpful relationship. 

Mr. Pike. We have voluntarily invited this participation of having 
the man under the same roof as ours and having the same interests, 
and the best way of working together as opposed to a distance that 
separates the two agencies. 

Mr. Forsytue. The committee was very pleased, by the way, when 
the Defense Department invited the Small Business Administration 
to send a representative over to the Pentagon, so there could be better 
cooperation between those agencies. 

On page 3, I want to clarify one thing. In reference to Mr. Barnes, 
you state that the Small Business Administration is the principal 
agency of Government with responsibility to help small business. 

There I believe your meaning was the general atmosphere within 
which small business must work and operate, that in the area of mili- 
tary procurement you still maintain your prime position and the first 
position, it is not to infer there in any way that the SBA is the prin- 
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cipal agency in handling procurement of military items of small busi- 
ness; is that correct? 

Mr. Pike. J don’t believe that I quite understand your question. 
My thinking was this, that generally, in the whole area or atmosphere 
of small business, the Small Business Administration with their loaning 
facilities and so forth, have the broad responsibility. They have a 
collateral responsibility in the procurement area with defense and all 
other agencies of Government, like GSA and other governmental 
agencies, 

In defense, I have been assigned by the Secretary of Defense to 
pick up this statutory requirement that we indeed do something about 
seeing to it that we have programs designed to assist small business 
and we are just bending over backwards to work with Mr. Barnes 
and his people to do our job and help him get his job done as far as 
defense is concerned. 

Mr. Forsyrue. That clarifies that. 

Senator Smathers has a question on page 7 where it states: 

The responsibility of the Department of Defense in this area has long been 
acknowledged explicitly by an armed services procurement regulation provision 
which includes in most of our contracts for more than $5,000 a provision that 
the contractor will subcontract to small concerns to the maximum extent which 
he finds consistent with the efficient performance of his contract. 

The Senator refers here as to whether there are any teeth in that 
provision and how that is enforced, or whether it is a phrase that is 
put into a contract and then forgotten. 

Mr. Pixs. That is a good question and I think that it is apparent 
by the very wording of it that there are no real teeth in the sense that 
there are legal sanctions or backups involved in it. 

I will say again that I have been impressed and surprised in these 
recent visits to procurement offices that I have previously mentioned 
of the recognition of this responsibility particularly on the part of the 
Air Force as well as in Army and Navy procurement offices, of the 
contracting officers themselves, of this particular requirement. 

As it stands, of course, as the language indicates, there isn’t any 
binding percentage or dollar volume of business that must be 
subcontracted. 

That is a very difficult area when, as the committee I am sure 
appreciates, the Government contracting officer has to look to the 
prime contractor for delivery and full responsibility, you get into a 
very dangerous area when you start interfering with his operations 
and telling him how he should handle his business. 

Senator Durr. I can see that very definitely. 1 think that it would 
be a great mistake to interfere in the final analysis with efficiency. 

On the other hand, it seems to me that in the event you had a 
contractor that was deliberately ignoring your request in that par- 
ticular, that you could give him to understand that when he re- 
negotiated another contract, his failure to collaborate might be one 
of the factors to determine whether you would negotiate with him. 

Mr. Pixs. That is understood. That point was brought out very 
forcibly by the Air Force. 

Mr. Forsytue. That takes us into the new subcontracting Depart- 
ment of Defense Instruction No. 4100.20, which was delivered to us 
here and I understand the date on it is April 19, so this is very new.‘ 





* See appendix 3, p. 276 for instruction 4100.20. 
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I know im talking with you and others from the Defense Department 
that there is a recognition of the need at the present time to do 
something about this subcontracting program. 

Now, on page 2 of this instruction, specific policies, A, as I read it, 
A is either the same or nearly the same provision that is currently 
written into contracts that you let today. 

Mr. Pixs. I believe that is a repetition. 

Mr. Forsyrue. Down in section B, I notice that there you are 
beginning to move in more aggressively to the subcontracting field, 
and you use the term that prime contractors will be urged by the 
procuring activity to establish and conduct a defense small-business 
program. 

Is there anything in the Defense Department as to how aggressive 
Army-Navy-Air Force can be or will be in setting up these smiall- 
business programs? I personally believe, and I think the committee 
agrees, it would be a real step forward if we could get the prime 
contractor to set up such a program. 

Mr. Pike. That is a very excellent question and believe that there 
has been a tremendous amount of discussion, debate, on that point 
between ourselves and SBA and between ourselves and the military 
departments. 

As this committee’s predecessor has recognized, there is potential 
difficulty when you get either to legislating + or in our administrative 
responsibilities here to require mandatory performance in the sub- 
contracting area. And that word started out when this paper was 
being worked up as—I have forgotten what the word was—but it 
was a mandatory requirement finally watered down to ‘‘requested.”’ 
I don’t say that is the best wording or the most forceful. 1 don’t 
think we can tell until we have had a chance to see this thing work. 
The procurement secretaries are all certainly very mindful of what it 
is necessary to accomplish and they will take steps in their instructions 
and conversations. 

Mr. Higgins, | believe, will tell you something of the same type of 
field activity in trips that he is taking within the Department of the 
Army, all of their procurement officers, all over the country. 

The results are going to tell us whether this thing has the proper 
kind of wording and the followup and the carrying forward of the thing 
will be the proof of the pudding 

I will say for this that this is the first step in that direction. We 
have a large segment of industry; namely, the advisory committee for 
small business of the Air Force, which I am sure the committee is 
acquainted with. Many of the members of this committee are repre- 
sentatives of some of the large aircraft manufacturers and engine 
companies and they themselves have come up with the basic recom- 
mendation here and both the Army and the Air Force and my office 
feel and know that we are going to get, undoubtedly, a tremendous 
kickback from some elements of industry. 

On the other hand, I believe that a good many elements of industry 
just because of the original source of this recommendation want to go 
along. They recognize that there is an inportant responsibility they 
have to keep this subcontracting base as broad and as healthy and as 
strong as they can because we are certainly going to need them then, 
; we get into a war-again, as we needed them in Korea and in World 
Var II. 
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Mr. Forsytue. Another question Senator Smathers has here is the 
manner itt which the $1 million was arrived at as a cutoff point for 
those prime contractors who would be urged to set up subcontracting 
programs. 

Mr. Pike. There again you get involved in a tremendous adminis 
trative problem. If you put no cutoff point, you have a policy 
that would have been so utterly impossible for full implementation, 
considering the tremendous number of procurement actions in military 
departments that I think it would have defeated the purpose. Several 
figures were discussed between the military departments and our 
office. The figure of $1 million was finally arrived at as a good, 
sound cutoff point. 

I hold no brief for that—-whether experience indicates it should be 
increased or decreased. It is a new area here. 

Mr. Forsyrue. Is it a figure that is flexible as far as you are 
concerned? And if you learn from experience that it should be a lower 
or a higher figure, it can be changed and undoubtedly will be changed? 

Mr. Pike. Absolutely. Any policy in a new area, | think you 
have to approach with a very flexible attitude. 

Mr. Forsytrue. I think under the suitability item on page 9 we 
are waiting for another Secretary to discuss that. 

I think that on page 11 it is necessary to clear up a little bit the 
stand of this committee’s thinking on negotiated versus advertised 
procurements. When we got into this and became concerned a few 
vears ago, we initially were concerned because of complaints from 
small-business firms that under the negotiated method they were not 
receiving adequate attention and opportunity to compete. 

Since we have gone through this testimony and these complaints 
for a period of 5 years, | think we have somewhat expanded our 
interest. 

In view of the strong statements by the Comptroller General we 
are not only interested in the effect it has on small business but the 
effect it has on the procurement system, as it relates to the law, 
which we feel that Congress intended to be carried out when they 
wrote the Armed Services Procurement Act. I think the committee 
would enjoy your views on it, Mr. Pike. We maintained and took 
the stand that the law is clear that, advertisiig is the preferred method, 
and the Congress recognized that there were going to be times when 
the military would have to have the power of negotiation. The 
intent is pretty well spelled out in the debate on the floor, and in the 
discussion in committee. Those exceptions were designed to take 
care of emergency situations and actual wartime situations where we 
don’t have time to go out and advertise and have to get a product 
and get it fast. 

It was also the thinking as it has been discussed up here in the 
Senate and the House side than when a conflict is over, and an emer- 
gency ends, that the advertised method will be used more and the 
negotiated method will decline in number of awards. 

The committee has been disturbed that there has been very little 
rise in the amount of advertised procurements as opposed to nege- 
tiated. I think your statement bears out that there has been some, 
approximately from 11 percent to 15 percent on the advertised. In 
fact, last vear at the hearing we even got some testimony that nego- 
tiated was now the prime method of procuring and advertised was 
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the exception to the rule. And we challenged that and I believe. the 
military agreed with us that it was not according to the law. Buta 
practice has developed where the military is using extensively section 
2 (c) (1) of section 151,5 procurement of supplies and services by the 
Armed Forces. There you are allowed to negotiate if it is deter- 
mined to be necessary in the public interest during the period of a 
national emergency declared by the President or by the Congress. 
And if you negotiate under that section, it is our understanding that 
that is the only determination that has to be made. No further 
notations must go on the file and no further justification; nor does 
the contracting officer have to go up and get the permission of higher 
authority to negotiate. The committee feels that under the other 
16 exceptions listed, there is still room for the military to negotiate 
for almost any purchase they want to make, the only difference being 
they have to justify it a little bit more and have something in the 
file that would back up the choice of negotiation. 

So that our interest is not only in the effect it has on small business 
but the fact that we feel that the specific declaration of law as spelled 
out might be circumvented by that one particular section where you 
have blanket authority to negotiate. I am wondering if you have 
any Views or comments you want to make. That is the basic criticism 
that was made last year in the report from our hearings. 

Mr. Pixs. I would like to say just this, that in the first place I 
am rather conscious of the whole situation that you refer to. This 
matter has been the subject of many discussions between myself and 
the procurement secretaries. I am very well aware, as are other 
procurement secretaries, of the laws you have cited, of the intent of 
the Congress, and the congressional committees; also that of the 
General Accounting Office. 

I would say this: I don’t think that some of the complexities of 
procurement in this day and age were indeed, although there is no 
hot war in which the United States is engaged, we certainly have a 
cold war, and a buildup continues to go on in our Air Force, of most 
of the major military hardware items that are required for the Air 
Force and the Army and the Navy. 

I have reference to things that probably take a good 80 percent of 
defense procurement dollars, the general area of aircraft, aircraft 
engines, tanks, vehicles, weapons, ammunition, guided missiles. All 
of these items and their contents are extremely complex things. They 
are not items like those that are carried on the shelf in stock. There 
is a constant flux and improvement in the state of the art and research 
and development, and to sum it up, they just are not of a nature, 
nor are susceptible to having a good specification drawn out by a 
contracting officer and put the thing out to bid. 

I have had a chance to observe the negotiating practices and I 
would say that I have been greatly impressed by the talent and the 
caliber of the people topside in the Army, Navy, and Air Force 
responsible for procurement on down to negotiators in the field, the 
skill and ability which is brought to this very difficult job of negotiat- 
ing for these complex items of military equipment. 

Now again, getting back to the other point that you raised of their 
being other specific exceptions under 2 (c) (1), 1 know the general 


5 Public Law 413, 80th Cong., Armed Services Procurement Act of 1947. 
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feeling of the military departments and that is if all of those are cited, 
a tremendous administrative workload is generated up to the Secre- 
tary of the Army, Navy, and Air Force. But that is a part of that 
problem. You passed over it rather lightly when you said they had 
to get higher authority. It is rather a massive amount of work that 
would be thrown on the higher authorities. It is a matter that we 
have up for continual review in our procurement secretaries’ meetings, 
and as I say, I think perhaps fundamentally, and I hope maybe you 
will be able to bring this out in the testimony of the procurement secre- 
taries, they are skilled procurement specialists. 

I do not claim any credit or fame or background as a skilled pro- 
curement specialist. If this committee could hear from them as to 
the complexity of some of the items, as to the difficulties involved, I 
think that you might get a better understanding of why the kind of 
activity you refer to continues to go on. 

Mr. Forsyrue. Do you find any enthusiasm at all to increase the 
number of advertised contracts? 

Mr. Pixs. That is the simplest way of buying. Certainly, every- 
body in the buying business—-— 

Mr. Forsytue. It takes a lot of pressure off. 

Mr. Pixs. Shelf-type items, and put it out for bids and low fellow 
gets the bid. It is a much simpler type of process. 

I have had nothing brought to my attention yet that would indicate 
to me that material that could probably be purchased on an advertised 
basis is having negotiations resorted to. 

Mr. Forsyrue. So that your theory is that the type of instruments 
and items that we need today almost dictate the necessity for 
negotiations? 

Mr. Pike. I don’t see how you could buy them otherwise. 

Mr. Forsytue. Do you think there is any valid reasoning in our 
suggestion that the military examine the other exceptions to see 
whether we can, whether they can, reduce the number of contracts 
that are negotiated under this? 

Mr. Pixs. As a result of our procurement secretaries’ meeting that 
process is going on now. Detailed justification has been called for. 
I believe I am correct (and I will confirm this to be certain with each 
of the procurement secretaries) that, in each case where 2 (c) (1) is 
being cited as the authority, procuring officers are now being required 
to get together for file and for the record all of the justification, and 
the other section under 2 (c) that this particular procurement would be 
justified under. 

These men are very sincere, able men who are doing their best to 
do the best job they know how. They are sincerely trying to keep 
away from their departmental secretaries, I believe, what might be an 
impossible additional burden. 

Senator Durr. Much of your criticism on negotiation would be 
eliminated if public notice were given because it is very clear to me 
that the extraordinarily intricate character of some of the require- 
ments that you have for materiel, that the ability of certain people to 
bid on it would be very much limited by the basis of their experience. 

Mr. Pike. Right. 

Senator Durr. That is one of the pertinent factors that I can see 
that enters into the whole situation. If you could determine, it seems 
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to me, by advertising for negotiation and eliminate the very crux of the 
feeling that Congress has that there is too much negotiation and not 
enough advertisement, because by the very nature of things, I can 
clearly understand why you would not be drawn to specifications of 
the kind necessary to get some of the things that you need. 

Mr. Pike. I think you have a very good point there; I think perhaps 
because there hasn’t been as full public itv as possible that the whole 
negotiation thing has been looked upon by the public as something 
that is rather a subrosa proposition. 

Senator Durr. As if you were passing along under the table to 
favored people contracts and that has to be eliminated because in. any 
public relation, suspicion is one thing that there can’t be any, if it is 
going to be successful for very long. 

Mr. Forsytue. As another facet of vour negotiation, I notice you 
point to the joint determination program. I am wondering if you 
have found in the Defense Department any enthusiastic support for 
the joint determination program during the past year. It is no secret 
that there has been violent opposition, at times, to the joint deter- 
mination program. 

Mr. Pike. The direct answer to that, I would be less than truthful 
if 1 told youl found enthusiastic support for this joint-determination 
program. I have asked questions of these procurement officers. 
The contracting officers, I think, honestly seem to feel that they could 
do just as good a job without going through this joint-determination 
process. On the other hand, they do go through it and I am making 
the point of bearing down at each one of these sessions and telling 
them that these polici ies are not created or made just for the fun of 
getting out a lot of paper, but that we mean business. 

I think the attitude of the contracting officer out in the field is an 
understandable one. This is not an official attitude that has been 
communicated to me, however, by the procurement section. 

Mr. Forsyrue. Is there any specific new approach being made by 
the military to convince these people that joint determination is part 
of the law that Congress has called for in Public Law 163, 83d Congress, 
and that it is part ‘of the small-business program to be conducted by 
the military and SBA? 

Mr. Pike. I am not familiar with any renewed effort to make that 
apparent. I am sure the procurement section will be responsive to 
that question. 

Mr. Forsytrue. Senator Duff, I have no further questions and 
Senator Smathers has none listed on his statement. I think we want 
to thank Mr. Pike and Mr. Hamlin. 

Senator Durr. Yes, you made a very frank and complete statement 
and I personally very much appreciate the manner in which you 
testified. 

Mr. Prxe. Thank you very much, Senator. We will be delighted 
to work with you. It is our problem area. 

Mr. Forsytue. The next witness is Mr. Higgins, Assistant Secre- 
tary of the Army, Senator. 

Senator Durr. I know Mr. Higgins very well and very favorably. 
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STATEMENT OF HON. F. H. HIGGINS, ASSISTANT SECRETARY OF 
THE ARMY, LOGISTICS AND RESEARCH AND DEVELOPMENT 


Mr. Hieerns. Senator Duff and gentlemen of the committee, | 
have a very short prepared statement here. Before I get into it, | 
would like to take a page out of Tom Pike’s book and recite to you 
just a little bit of my own personal background, possibly as a qualifi- 
cation for some of the things that I am trying to do. 

In the early part of my business career—I was brought up in big 
business, and I spent the first 26 years of my working life in a large 
corporation. Then I had the great honor to come down here and 
put on the uniform during World War II, and at that time was 
charged with procurement of artillery ammunition—the bombs, and 
the propellants, and so on, we bought during that time. 

I am very happy and delighted to report to this committee that 
we in the Army had a small-business program even before the Small 
Business Act. We had a small-business representative sitting in our 
shop, and so I have been actively interested in small business and in 
its participation in Government work. 

And then, laying off the uniform, I went into small business as 
president of a snail Wadindas corporation having about 400 employees. 
There I got thoroughly indoctrinated, as the principal executive of 
the Fostoria Screw Products Co. of Fostoria, Ohio, as to the problems 
of small business. 

I remember well my experience there, in what I am trying to do 
now. So, I have had experience on both sides of the fence and have 
been intimately familiar with the problems on both sides, as an 
operating officer in corporate structure. 

I have this short prepared statement, and then I have brought 
with me today a number of people who can get into detail in some of 
the subjects that I have heard discussed here today. 

Naturally, all of us have problem areas in these programs we are 
trying to work out. Regardless of the presentation we make and this, 
[ hope, is back of your efforts today, we do not feel that we have 
accomplished everything that can be done in placing the maximum 
amount of business with small business, because it is a very complex 
problem. But we are organized to do it. It is our intent to do it. 
It is our desire to do it, and we are going to do it to the fullest. degree 
of our ability. But I do want you to know that this is a real, honest 
effort with us; and as Tom Pike has brought out, we are continually 
meeting on this subject. But we don’t come to you with a complete 
program by any means in these areas. 

My prepared statement will be very brief. Then I would like to 
have two gentlemen, working very closely with me, present what they 
have to say; and then ask if we might take your questions at that 
point because some of your questions may be answered by one or the 
other of my associates in their presentations here today. 

This is my prepared statement. 

In response to your invitation to the Secretary of the Army to 
appear before this subcommittee, I, the Assistant Secretary of the 
Army for Procurement, have been requested to appear in his behalf. 

I feel that the effectiveness of the Army’s small-business program 
can be evaluated in no better way than is evidenced by what we are 
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awarding to small business. During the first 7 months of fiscal year 
1955 the Army placed prime contracts with small-business firms 
in the amount of $864,913,000 or 33.4 percent of the Army procure- 
ment dollars spent. We are proud of this record. 

As Assistant Secretary. of the Army for procurement it is my 
responsibility and intent to comply with the desires of Congress as 
expressed in various congressional mandates. In addition to this, 
having been a small-business man and knowing the many problems 
confronting a small business, I have a personal interest in seeing that 
the Army small-business program is fully carried out in our daily 
operations in procurement. 

It should not be overlooked, that in the time of an emergency, 
we need as a Nation to call upon all resources in order to man and 
equip an Army to meet the crisis. When this situation arises, we 
look to all business, regardless of size, to do its share toward supplying 
the Nation with the necessary equipment and supplies. Therefore, 
it behooves us, at a time such as we are faced with today, when our 
procurement dollar is receding, to insure that small-business firms 
are afforded the maximum opportunity to compete for those items 
which the Army buys. 

Since early 1951 the Army has maintained a small-business program 
and small-business specialists at principal procurement activities for 
the purpose of reviewing proposed procurements and lending assist- 
ance to the small-business man. At a number of locations the Army 
maintains exhibits and sample-display rooms consisting of typical 
items currently being procured and which small business can produce. 

I digress here a moment to say, Senator Duff, that I was attracted 
by your very wise commentary here that small-business firms located 
in small communities could easily be bypassed. It was that kind of 
thinking that you touched on here today that generated the idea 
that our bid-procurement centers like the ammunition arsenal at 
Joliet, Ill., have a complete display of all the items it has procured. 
Any small-community man anywhere can go out there and bave an 
intelligent presentation made to him of just what we are talking 
about, but better still he can see ‘‘on the hoof’? what he is to make, 
which is so helpful to any contractor. So we established these dis- 
play rooms at our principal procurement centers throughout the 
country. 

This practice is extremely effective, for there are many occasions 
when a small-business man is not certain of the end item or part 
needed. Being able to see and to examine what is called for in the 
specifications, is of extreme help to the potential supplier. During 
an emergency, such as Korea, or full mobilization, these exhibits and 
sample display rooms are increased in number and geographically dis- 
persed as required. 

I interrupt myself again to say that here in Washington it has long 
been a practice and policy of the Army to maintain a procurement 
information center in the old Post Office Building. This is well known 
to visitors. It is well known to the Congress. We get very nice 
letters which we appreciate very much from various Members of the 
Congress as to the good job that particular procurement information 
center is doing here in Washington. 

Even though the maintenance of bidders mailing lists has always 
been an effective means of maintaining current reliable manufacturing 
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r sources, the Army utilizes to the fullest extent practicable the Depart- 
S ment of Commerce Synopsis of Proposed Procurement to secure any 
- possible additional sources. In addition, an agreement has been 
effected with the Small Business Administration to further disseminate 
y information to small-business firms through their regional and branch 
s 3 offices throughout the country. 
% ; The Army, like many other large organizations, has certain problems 
s in various areas which must be constantly reviewed and policed, and 
t policy revised to effect the needed changes. ‘Requirements of items’’ 
v is an area of difficulty because of the constantly changing inter- 
national situation and economic trend. As we progress into a different 
type of possible warfare, the supporting elements, as well as the 
d national programs, are constantly changing. Demands that are 
e made upon the Army regarding current strength and proposed cut- 
or backs have a great bearing on the constant fluctuation of require- 
, ments. Situations have developed- —and undoubtedly will continue to 
ir develop—where an emergency results in a procurement wherein either 
s specifications or delivery schedules do not permit the absolute maxi- 
s mum participation by small business. We have taken action, and 
are continually taking action, to eliminate such situations wherever 
n it is possible. These are only a few of the areas we are constantly 
r endeavoring to improve, in order that we might afford small business 


- the maximum opportunity to compete for the many items being 
vy procured. 


il 3 We know that small business is getting far more of the Army 
2. dollars than is indicated by the figures originally cited, because of the 
d extensive participation of small business in the subcontracting field. 
d . If we use, as a criterion, the percentage arrived at by the Senate 
yf ’ Select Committee on Small Business Survey of 1953, we know that 
a ’ the Army percentage to smail business would be increased by an 
it additional 24.3 percent. 
l. In closing these remarks and before calling upon my small-business 
n adviser to present pertinent details of our program, I would like to 
g 7 mention that beginning April 25, I am personally conducting a series 
. of procurement conferences throughout the country. These con- 
3- i ferences are to be attended by the contracting officers and buyers 
e of our major field-procuring activities. The one subject which is to 
' receive the greatest emphasis during these seminar meetings is the 
1S 4 complete reexamination of our small-business program. 
t I have had my small-business.adviser and other procurement per- 
e ; sonnel accompany me to this meeting today for the purpose of 
g ; assisting you to ascertain, to your satisfaction, our inclusion of small 
d { business in all phases of our procurement program. With your per- 
3- mission, I should like Brig. Gen. H. R. Westphalinger, the Chief of the 
Procurement Division, Office of Deputy Chief of Staff for Logistics, 
g and Mr. Askins, my small-business adviser, to tell you of the Army 
it small-business program, policy, and proc edures. The presentation 
n will include certain charts, which I feel will be of interest to you, and 
e 3 will set forth our approach to affording small business an equitable 
2 . opportunity to compete for Army procurement. I would ask your 
n indulgence during this presentation, and then we shall be glad to 
answer any questions. 
rs Gentlemen, may I present General Westphalinger? 


Senator Durr. We will be glad to hear from you. 
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STATEMENT OF BRIG. GEN. H. R. WESTPHALINGER, CHIEF, PRO- 
CUREMENT DIVISION, DEPUTY CHIEF OF STAFF FOR LOGISTICS, 
DEPARTMENT OF THE ARMY 


General WesrepHaLINGER. Mr. Chairman, | have no prepared state- 
ment. | am Chief of the Procurement Division, Office of Deputy 
Chief of Staff for Logistics, Department of the Army. 

As such, I am i» charge of all Army procurement matters including 
small business under Assistant Secretary of the Army, Mr. Higgins 
and the Deputy Chief of the Staff for Logistics. 

The Army is prepared to attempt to answer your questions on pro- 
curement matters. Mr. Askins, the Army’s very able small-business 
adviser, is here to present the Army's small-business program. 

I propose that Mr. Askins give the Army’s small-business program 
at this time. 

Senator Durr. Mr. Askins, we will be glad to hear from you. 


STATEMENT OF JACK ASKINS, SMALL-BUSINESS ADVISER TO THE 
ASSISTANT SECRETARY OF THE ARMY FOR LOGISTICS AND 
RESEARCH AND DEVELOPMENT, AND DEPUTY CHIEF OF STAFF 
FOR LOGISTICS AND CHIEF, OFFICE OF SMALL BUSINESS, DE- 
PARTMENT OF THE ARMY 


Mr. Asxins. Mr. Chairman and members of the committee, in 
view of the fact Mr. Higgins has taken the liberty of asking you for 
your indulgence, I would like to add a little stress to that request in 
view of the fact that for 2 years before this committee I have never 
really had an opportunity to present the Army small-business program 
as I felt it should be presented. 

We are prepared to do that today; and without bothering you too 
much, I would also like to make some free-lance remarks, if you don’t 
mind. Iam submitting also for the record a copy of the Department 
of the Army small-business policy and procedure which, for the first 
time, is incorporated into one document.® 

Senator Durr. Okay, si 

Mr. Asxkins. The desires and intent of the Congress regarding 
assistance to small business by governmental agencies are set forth 
in section 2 (b), Armed Services Procurement Act of 1947 (Public 
Law 413, alk Cong., 62 Stat. 21, 41 U. S. C. 151-161); Title IT, 
Small Business Act of 1953 (Public Law 163, 83d Cong., 67 Stat. 232); 
and in the Department of Defense Appropriation Act, 1955 (Public 
Law 458, 83d Cong.). 

In keeping with the desires of the Congress that a fair proportion 
of the total purchases and contracts for supplies and services for the 
Department of Defense be placed with small-business concerns, the 
Department of the Army defines that fair proportion to be those pro- 
curements which small-business concerns can win in open competition, 
provided they are given an equitable opportunity to compete, and an 
equitable opportunity to compete exists when the following conditions 
are met: 

1. The bidders’ mailing list for the item includes the names of 
established or potential small-business suppliers as have made accept- 
able application for inclusion in the list. 


6 See appendix 4, beginning p. 278. 
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The invitation for bids or the request for proposals are sent to 
all firms, large and small, on the list; or, where they are sent to less 
than the complete list, a pro rata percentage of small firms is included 
among those solicited. 

The quantities are appropriate, the delivery schedules reasonable, 
the time allowed for the preparation and submission of bids adequate, 
and the specifications and drawings sufficient to enable small-business 
firms to compete, and 

4. Proposed procurements are publicized as required by existing 
regulations. 

In the interest of assisting small business, and maintaining the 
industrial base of producers, the general policies and practices of the 
Department of the Army are as follows: 

Review of production allocation programs, for the purpose of de- 
termining those items which can be procured from a broad number of 
sources and from various classifications of industry. 

Maximum use of available industrial capacity. 

Review of military requirements and procurement methods. 

Establishment of and/or maintaining a training program for pro- 
curement personnel. 

Encouragement of subcontracting consistent with other procure- 
ment and military objectives. 

Appointment of small-business specialists in major procurement 
offices to increase small-business participation. 

Adoption of a broad publicity program. 

Inclusion of small business in mobilization planning to every extent 
practicable. 

Wide and judicious solicitation of proposals or quotations using 
up-to-date and complete bidders’ lists. 

In carrying out this general policy, the primary consideration of the 
Department of the Army is that of securing performance or deliveries 
at the time, in the quantity, and of the quality required by the defense 
program, and nothing stated herein shall detract from this considera- 
tion. 

Price differentials to effectuate the above stated policies are not 
authorized by law. 

There is provided within the Department of the Army a small- 
business adviser to the Assistant Secretary of the Army for Logistics 
and Research and Development who also serves as small-business 
adviser to the Deputy Chief of Staff for Logistics on all matters per- 
taining to the small-business program within the Department of the 
Army, and to provide guidance to all Department of the Army small- 
business specialists and their staffs at all echelons. 

In the General Staff and throughout the Technical Services aad the 
Continental Armies, the Department of the Army has appointed 
small-business specialists at all major procurement offices for the 
explicit purpose of carrying out the general policy and to assist small- 

yusiNess concerns. 

The functions of Army small-business specialists are: 

Serves as a focal point to which small-business concerns may make 
or direct-inquiry concerning participatioa in the military procurement 
program. 

Furnishes counsel and guidance to small-business concerns on 
policy, procedure, and methods involved with which compliance is 
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necessary in order to assure small-business firms of an opportunity to 
become responsive and responsible suppliers on appropriate bidders’ 
lists. 

Maintains liaison and exchanges information with respect to both 
policy and procedure with all other local and Government agencies 
for the convenience of small-business concerns. 

Institutes programs to discover additional competent small-business 
sources, if required, capable of participating in procurements to meet 
current and anticipated requirements. 

Discusses with and advises representatives of small-business con- 
cerns, whether it is to the best interests of their concerns to attempt to 
compete for a prime contract or to adapt their production mainly to 
subcontracting where many of the risks of a prime contractor would 
be eliminated. 

Discusses the extent and capacity of equipment, manpower avail- 
able, and management skill with representatives of small-business 
concerns and appraises their possible use in military procurement 
programs for the purpose of current procurement or industrial mobili- 
zation programs of planned procurement. 

Furnishes advice and assistance to small-business concerns on prob- 
lems arising during performance of contracts such as financing, defense- 
order priority and allocation ratings, inspections, and payments, or 
direct such contractors to the proper agencies for assistance. 

Attends meetings with industry or other Government agencies to 
explain and describe, when requested, types of items commonly being 
purchased or to be purchased. 

Studies procurement actions and policies, in order to determine 
whether small business is an important element in procurement plan- 
ning and industrial mobilization. 

Prepares proposals based upon analysis, for the appointing authority 
with respect to changes in policy and/or procedure which will permit 
greater participation by small business. 

Observes the effect of current procurement policies on the amount of 
small-business participation in the procurement program and recom- 
mends to the appointing authority changes in existing policies or the 
formulation of new policies to increase the amount of such participation. 

Serves as the procuring activity small-business representative on all 
matters concerning policy, procedure, and practices to be followed to 
develop and maintain cooperation between the procuring activity and 
the Small Business Administration in accordance with the provisions 
of title II, section 214, of the Small Business Act of 1953. 

Reviews each procurement directive issued or to be issued, by his 
office, with a value in excess of $1,000 to determine suitability for, 
and make recommendation as to small-business participation. 

Reviews and analyzes all procurement-action reports (individual 
Procurement Action Report, DD Form 350) for the purpose of 
ascertaining subcontract possibilities for small business and to insure 
the accuracy of entries regarding small business. In addition, reviews 
and analyzes other reports which reflect small-business activity, such 
as DA Form 377 and DA Form 1146 (ASPR 2-206.3). 

Consults with procurement commodity specialists and research and 
development personnel to insure that, when changes in specifications 
or deviations therefrom are made or permitted, which makes produc- 
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tion feasible for small business, they are fully recognized on future pro- 
curements. 

Makes recommendations to the contracting officer with respect to 
competency, capacity, and credit of a specific small-business concern 
or concerns capable of producing a specific procurement or item thereof. 
If verification is required, as to the size of a firm, makes an independent 
check and statement as to the number of the firm’s employees at the 
time that an invitation for bid or proposal is submitted. Final 
determination is the responsibility of the Small Business Administra- 
tion, as provided for by Public Law 413. 

Participates as a voting member, when both large and small business 
are involved, in meetings of boards of contract awards where such 
boards have been or may be established. 

There is established a Council of Small-Business Specialists for the 
Department of the Army, consisting of the Department of the Army 
small-business adviser, and the senior small-business specialists ap- 
pointed by the Chiefs of the technical services, within their respective 
offices. In addition to those functions previously enumerated the 
senior small-business specialists of the Council have the following 
functions and duties: 

Serve as assistants to the Department of the Army small-business 
adviser on all small-business policy and procedure w hich may concern 
their particular technical service, in order to assist in deve loping unity 
of action on small-business matters. 

Present special problems of their particular technical service to the 
secretarial level and the Deputy Chief of Staff for Logistics, setting 
forth their impact on small business and relationship with Small 
Business Administration. 

After coordination with the Office of Department Counselor, attend 
congressional hearings when requested, which are concerned with 
small-business matters, prepared to present their technical service 
small-business program, policies, and procedures, and to answer any 
questions if called upon by the committee to do so. 

The Council receives and reviews appeals of small-business deter- 
minations forwarded to the Office of the Deputy Chief of Staff for 
Logistics by the head of a technical service or by the Washington 
office of the Small Business Administration, and makes appropriate 
recommendations to the Office of the Deputy Chief of Staff for 
Logistics. 

The Council is authorized to carry out such other duties as may 
properly become a part of the small- business program. 

To assist in carrying out the Army small-business policy, there is 
located at the major procurement activities of the Army, sample dis- 
play rooms and exhibits which are maintained for the purpose of assist- 
ing businessmen, particularly small-business men, seeking current 
procurement contracts. 

There exists a mutual understanding and relationship between the 
Army and the Small Business Administration, based on the recognition 
of each agency’s responsibilities. 

It is the responsibility of the Department of the Army to procure 
supplies and services, in the quantity, of the quality, at ‘the required 
designated time, and at a fair and reasonable price to the Government. 
The proper execution of this mission requires participation by small 
business in the procurement program. 


63038—55——_3 
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The Small Business Act of 1953, extended to the Small Business 
Administration the responsibility to assist small-business concerns in 
the field of finance, technical assistance, managerial assistance, and 
counseling. Relative to participation in current procurements of the 
Department of the Army, these functions of the Small Business Admin- 
istration complement the ‘procurement responsibilities of the Army 
and result in effective small-business participation in the Army pro- 
curement program. 

In approaching our program, I feel that if you will follow my guide- 
lines, that you may do so by following our policy and procedures as 
they are set forth here and not try to follow the prepared statement. 

I must say, Senator Duff and the staff of this committee, I was not 
fully aware of all of the contents of Mr. Pike’s prepared statement. 
Therefore, there will be some things that I think necessary to reiterate 
in order to set forth our position in the Department of the Army. 

We work under explicit authority in the Department of the Army 
based on the laws passed by the Congress. Public Law 413, Public 
Law 163, which is the Small Business Act, and most specifically the 
Department of Defense Appropriations Act of 1955, have a bearing 
and govern what we do in procurement. 

As set forth in section 214 of the Small Business Act of 1953, we are 
compelled and are happy to do so, even though we feel that we were 
doing the job before it was passed, to give every possible consideration 
for small business, in the items in which they are capable of accom- 
plishing. 

Set forth also in this policy, we feel that we must clarify one point 
because by mutual consideration and agreement with the Small 
Business Administration, we in the Department of the Army employ 
the definition of less than 500 employees, including their affiliates, as 
a small-business firm. This was done in the beginning, years ago, 
passed by the Congress and as set forth in the Selective Service Act 
of 1948, wherein it was defined that we may use this breaking point 
for reporting purposes. 

We are at the present time a member of a task force that has been 
directed to be set up by the Small Business Administration, and in 
which we participate to review this whole subject of small-business 
size classification and whether it should be under separate categories 
for separate industries or whether we will try to continue on the basis 
that we now have 

In addition to the joint-determination program, we have set forth in 
our piece of policy paper, small-business determinations because the 
Small Business Administration is limited in finances and personnel 
and they cannot be in every one of our procurement activities. 

Since, it being your desire and you put it into a public law, we feel 
that we should also initiate unilaterally within the Department of the 
Army what we call small-business determinations. This can be done 
because of the organizational structure that we have in the Army. 
The contracting officer and the small-business specialist, that we have 
at the various locations, are not on the same par, for the very reason 
that small-business specialists are appointed to the staff of the com- 
manding officer of the installation. These small-business determina- 
tions have proved helpful for the simple reason that your Public Law 
413 allows us in some cases (because it is an item that historically has 
been produced by small business, and we know that it is a field that 
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they should be in and we like for them to continue and not be pushed 
out of it) we do make 100 percent joint determinations; only in those 
specific areas, though, because we feel that we still have to get a 
maximum competition. 

The question of the suitability and how we arrive at it has been 
before this committee now for 2 years. As Mr. Pike has indicated, 
and it has been eliminated from the new policy papers, we still would 
like to tell you our position in the Department of the Army, of how we 
arrive at an item that is suitable for procurement from small business. 

In essence, it is nothing more than we would do on a procurement 
if small business had bid and was the low bidder, and we went to his 
installation to try to determine whether on a preaward survey he ts 
capable and able to accomplish and deliver the end item at the time 
we want it. 

So we have specifically set it forth in our policy, that an item or 
service is considered suitable for procurement, call it potential or any 
other name, from small wee when small-business concerns ia the 
category presently are: (1) Technically competent to produce or 
furnish; (2) have ps cnn available facilities 7 capacity to pro 
duce or furnish; (3) can produce or a at a competitive price 
(quantity and deliv ery factors considered); (4) are capable of meeting 
the required delivery schedules; and (5) are she to produce or furnish 
without overtaxing their financial and technical assistance. 

There is one overruling factor with regard to our considering this 
firm suitable. If the award is to be made to small business because 
they are low bidders and we feel in our preaward survey that the firm 
is not suitable (capacity, technical or otherwise) you, in Public Law 
13, have made it possible for the Small Business Administration, on a 
separate investigation, to certify that the firm is capable and they do 
that in conjunction with our personnel. If the firm is in any financial 
difficulty, you have provided the Small Business Administration with 
the funds so that we feel we have no problem there, as far as assisting 
small business in that area 

Our policy implements not only the laws that you set forth but 
has carried out Department of Defense Directive 4100.10’ and 
4100.9,° explicitly, which state what you in your laws have intended 
for the Department of Defense to carry out. 

We have implemented the intent of the laws and the Defense 
Directives, in the Department of the Army, in this piece of paper; 
and I would like to take just a moment to say to you that in the past 
years we have contended that 30, 35, 36 percent (it has been in that 
area) was a fair percentage for small business’s share of what we are 
procuring. 

We set forth in our policy that a fair proportion of the total pur- 
chases (as you in your law state) and contracts for supplies and 
services of the Department of Defense should be placed with small- 
business concerns. A ‘fair proportion” is defined as that portion 
which small-business concerns can win in open competition provided 
they are given an equitable opportunity to compete. The only thing 
is, that we feel and the Department of Defense felt, that we must 
go a little bit further to see that we offer small business 21 equitable 
opportunity to compete. With respect to the competition by small- 


7 See appendix 1, p. 272, for reprint of Directive 4100.10. 
§ See appendix 5, p. 303, for reprint of Directive 4100.9, 
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business firms for DOD procurement of an item an equitable oppor- 
tunity is defined as that opportunity which exists when the following 
conditions are met: 

(1) The bidders’ mailing list of the military department for the item 
includes the names of such established or potential small-business 
suppliers as have made acceptable application for inclusion in the list. 

I might digress here just a moment and tell you of the one thing 
that has been achieved and is becoming a standard form with all 
agencies in the Government; Utilizing Standard Form 129, which is 
a simple information sheet that any man, regardless of whether he is 
an individual or small business or large business can submit to us with 
an attached sheet which is called DOD Form 558-1, which will give 
us complete information to consider a man to put him on any bidders’ 
list that we have. 

We feel that it behooves that man to take advantage of this op- 
portunity and to do part of the work in submitting that information 
to us, so that we can help him. 

In addition to that: (2) In offering him an equitable opportunity, 
the invitation for bids or the requests for proposals are sent to all 
firms, large and small, on the bidders’ list and where they are sent to 
less than a complete list, a pro rata percentage of small firms is 
included among those solicited. 

If we are rotating a bidders’ list of 1,000 people such as we have on 
machining facilities, and we feel that we cannot go to all 1,000 of 
them, if we use 25 each time, there will be included a pro rata share 
of small-business firms among those that are solicited. 

In addition: (3) The quantities that we are asking for are ap- 
propriate, the delivery schedules reasonable, the time allowed for the 
preparation and submission of bids adequate and the specifications 
and drawings sufficient to enable small firms to compete. 

(4) Proposed procurements throughout the Department of the 
Army, as a function of the small-business specialist, are synopsized in 
every instance that we possibly can with time allowed. 

Our general, overall policy as set forth in this piece of paper that 
you have before you, is in the interest of assisting small business and 
to maintain the industrial base of producers and that the following 
general policies and practices are adopted. 

To review the production allocation program, the maximum use of 
available industrial capacity, review of military requirements and 
procurement messages. We may have to appoint new small-business 
specialists and it is according to the activity and what is being bought. 

Adoption of broad publicity program covering the basic objectives 
of broadening the industrial base or maintaining it, purchase methods 
and practices, aids to small business, the number of dollar amounts 
of prime contracts awarded to small business and the desirability and 
extent of subcontracting. 

Recently, in 4100.10 there was set forth what we would do in the 
field of mobilization planning. We are entering into this and as you 
will see by later charts that I will give you, small business is doing 
well under the program that we have ‘outlined and that is now working. 

Positive steps will be taken by all procurement personnel to insure 
compliance with these policies. 

In addition, the interpretation made of the laws that have been 
passed, we are not allowed to pay a price differential in order to give 
this assistance to small business. 
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Another thing we try to keep in mind is that we have, as the Depart- 
ment of the Army, and as a part of the team of the Defense Depart- 
ment, one objective that we feel we must keep uppermost in our mind, 
that in the carrying out of this policy, the prime consideration of the 
Department of the Army shall be that of securing performance of 
deliveries at the time, in the quantity and of the quality required by 
the defense program and nothing stated herein shall distract from this 
consideration. 

In addition to this, we have a small-business organization in the 
Department of the Army of which we are proud. 1 would like to use 
chart A to show you. 

CHART A 
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Under the Assistant Secretary of the Army for Logistics and 
Research and Development, I have been given direct access to the 
Assistant Secretary as small-business adviser, but this job is not 
merely a matter of policy and procedure, as far as small business is 
concerned, or something that can be carried out unilaterally by 1 man 
or 1 office. So he has taken the liberty of giving me three hats in 
which he allows me to be also small-business adviser to the Deputy 
Chief of Staff for Logistics and at the same time where the imple- 
mentation and actual operation of our procurement program are 
carried on through the Chief of the Procurement Division. It is not 
a matter of showing it here (next to the office, Chief of Procurement) 
pmeny only for one thing: I must be attached to someone for 
1ousing and rations, so it is easier to put me down here than to put 
me up here. And I prefer to be here, because it is on the operating 
level, and if it is policy, you still have direct access to the other two 
levels. 

We carry this organization through and have in here a small- 
business specialist to each chief of technical services and one to the 
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commanding general of each Continental Army. Those we denote 
as senior small-business specialists for they have responsibility for im- 
plementing and seeing that the Army small-business program, wean A 
and procedure are carried out. Under each one of those, either 

small-business specialist or a small-business representative, wistiane 
it be in the technical service or whether it be in a post, camp, or station. 

I would like to explain to you the difference in the small-business 
specialist or representative because that is done in line with keeping 
our expenses down and at the same time to try to do the job that is 
necessary in meeting the requirements of the small-business man. 

If it is a place like OAC at Joliet, Ill., which is the ordnance ammu- 
nition center, or at Detroit, the ordnance tank and automotive 
center, we know the volume taking place there necessitates a man on 
full-time basis. Therefore, we have a full-time small-business special- 
ist appointed. 

At lesser offices, maybe On the west coast, maybe in the South, not 
picking any specific geographical location, but if the procurement mis- 
sion and the dollar volume does not warrant it, then we have a man 
on a part-time basis. 

The interesting thing that I would like to show with this feature is 
usually that a man who has been in the procurement field for a long 
time, already knows the organization and the ins and outs of how 
it operates. So he has full access to the mobilization planning and 
all the various other activities throughout the organization. At the 
same time, he is charged with the responsibility of carrying on the 
small-business program. 

At the places where we have appointed small-business representa- 
tives—there are some within the technical services, but it mostly 
applies to posts, camps, and stations—the type of item does not lend 
itself to paying a man full time to spend his full time on small business. 
Pr edominantly, the items are items that are bought by small business 
and they are local purchases. 

As our records have proved over the historical background of this 
program, 76.8 percent, over a 10-vear period, has gone to small busi- 
ness out of posts, camps, and stations. But we have found and have 
had complaints a number of times——— 

Senator SmMarHers. How much has gone? 

Mr. Asxins. About 76.8 percent out of the posts, camps, and 
stations. 

Senator SMatTHeRs. Does that represent an increase or decrease 
over the last 10-year period since the end of World War II? 

Mr. Askins. It is about the same, just common items, housekeeping, 
maintenance. It will fluctuate with the size of the Army. 

Senator SMarHers. Would you say that these business representa- 
tives which you had at this level help or hinder or keep it the same? 

Mr. Asxrns. In keeping with cutting back at the beginning of 
January 3, 1954, we cut them out of the posts, camps, and stations 
thinking it would not hurt anything. We have just recently put 
them back because we did find in some locations that the ‘y were 
doing an outstanding job and we had to have them. 

Another thing we want to point out, that we want to appoint them 
for, is the simple reason that in a small town of 5,000 population 
where they have not been particularly interested in seeking defense con- 
tracts before, the small-business man goes into the nearest installation 
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(post, camp, and station); maybe a man is interested because he has set 
himself up a machine shop over the vears and wants to get into defense 
business. He says to the small-business representative of the post 
camp, or station that he can do this type of thing. Where do I go? 
Heretofore we needed to have someone there that was fully ac quasnces 
with the program, but he wasn’t. Therefore, we felt it behooved | 
to designate someone to say: ‘Yes, here is a piece of paper that is 
on the policy and procedure of the Army, how we do it, where we 
do it.” We can tell you about it; you can read it and you can go to 
the respective technical service to find out where they can utilize 
best your services. 

Senator SMatHEers. Do you have any information which would 
give us the figures? In other words, if the Department of the Army 
has been spending less and less money, you undoubtedly have the 
figures which would show the percentage of business which small 
business gets; whether it is remaining at the same level that it was 
right after World War II, and whether it has increased or decreased, 

Mr. Higerns. | think you have a chart. 

Mr. Askins. I was going to ask Senator Smathers, if vou would be 
so kind, until I get to that point, remembering I am not evading it, 
I would like to do it at that time. 

[ won’t bother you with the various functions that we have set 
up for the small-business specialist but they are here—they are all 
enumerated within this piece of policy paper and we have a constant 
check by the senior small-business specialist, on their own small- 
business specialists in the field, to see that they are carrying this out. 
They serve as a focal point. They furnish counsel and euidanc e to 
small-business concerns; they maintain liaison with other Government 
agencies, institute programs to do certain things, discuss the extent 
and capacity of equipment and manpower that they have available, 
to see where they can fit into our program, furnish advice and counsel 
to small-business concerns on problems arising re performance, attend- 
ing meetings with industry, study procurement actions to see whether 
our actions are actually hurting and policies are hurting; they observe 
the effect of procurement policies and recommend to us what we could 
do to change them. 

Thev supervise the implementation of policy, and each one of these 
senior small-business specialists, full-time and part-time small- 
business specialists, it is their primary job and they are charged with 
the responsibility of reviewing every procurement directive issued or 
to be issued by his office in the value of $1,000 or more, to determine 
suitability and to make recommendations for small-business par- 
ticipation. 

Senator SMarHers. Are the small-business specialists and repre- 
sentatives civilians or military personnel? 

Mr. Asxrins. At the present time, in the Army, we have about 96 
percent civilian. There are some cases on some programs and at 
some locations that it is to our advantage to have the military because 
of the type of procurement. He is better equipped and 

Senator SMaTHERS. How many do you have? 

Mr. Askins. I was hoping vou would not ask that because I have 
just gone out for a survey on this. I believe it is in the neighborhood 
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of 350; before the survey. We cut it down in 1953, in keeping with 
the economy, to 119. 

I have had to put them back in posts, camps, and stations. That 
has just recently been asked for but not completed. I will be glad 
to submit it to you for the record.’ 

Senator SMarTHERs. It would be interesting. 

Mr. Askrns. I will be most happy to. 

Senator SMarHerRsS. Because when you talk in general terms, that 
could mean most anything. It depends on how many we have. 

Mr. Askins. May I present that in this fashion? I would like to 
very much. 

The small-business specialist, whether full-time or part-time, 
reviews and analyzes all procurement action, reports, which is the 
reporting form that we have which Mr. Pike mentioned, the DD 350, 
and every procurement of $10,000 or more has one of those forms 
made out and it is sent in to headquarters here in Washington as 
well as to the technical services and is always available to procure- 
ment personnel in the activity. 

The small-business specialist that we have in each installation 
reviews these for the purpose of ascertaining subcontract possibilities 
for small business, to insure accuracy of entries regarding small busi- 
ness and in addition to this he reviews and checks other Army forms 
we have in our own system. He participates in the preparation of 
directives to the CO with regard to procurement policy and the main 
thing we have included in here and insisted upon is that the small- 
business specialist now participates as a voting member when both 
large and small-business concerns are involved in the meeting of Boards 
of Contract Awards, where such boards have been or may be estab- 
lished. 

When a procurement is reviewed, he gets his say in behalf of small 
business rather than their going into a board room, making their 
decision and coming out and saying: ‘Joe, we did it this way and there 
is nothing you can do about it.” 

We think that is a good feature. It gives us a chance to get our 
story in before the decision is made. 

Of course, the policy and procedure that we put out in the Depart- 
ment of the Army has certain deviations. I think we should not over- 
look that, because you cannot write any one single piece of paper as 
broad in scope that will apply to seven technical services when their 
procurement is so different. 

In other words, there will have to be further implementation on this 
or that in the Quartermaster because of the type of item they buy and 
the Ordnance will have to have their implementation for their service. 

In addition to this, though, any change in policy that comes about 
on this piece of paper as far as the Army is concerned, we have in the 
Department of the Army what we call the Small Business Council. 
I started this only recently and I employ as the members of this council 
the seven senior small-business specialists of the technical services. I 
feel, and I have also worked on this problem, that if you get together 
those people who are to be affected by the policy you are going to 
write, and if you will iron out your difficulties ahead of time and 
foresee the pitfalls, you can write a better piece of paper so it can be 
lived with and make it operational. The Council does this and assists 
me in every way in all of the functions I have in my office. 





® See appendix 6a, beginning p. 307. 





i 
. 


: 































MILITARY PROCUREMENT—1955 35 


Mr. Higgins mentioned to you the fact that we have samples and 
display rooms. I am particularly interested in the function of the 
Procurement Information Center in the old Post Office Building. I 
think it has untold possibilities. I don’t think we are using it to the 
maximum extent, but there is still a manpower problem. You can’t 
do everything. 

Mr. Higarns. Senator Smathers, I would like to say in my presen- 
tation we have initiated a display of what we procure that small busi- 
ness could produce in a principal procurement area so he can see ‘‘on 
the hoof” rather than looking at blueprints or reading a lot of speci- 
fications, just what the item looks like. We have able people to explain 
to them what it is all about. 

Senator SMATHERS. It sounds like a wonderful idea. 

Mr. Askrins. In this piece of paper, and not because there is a 
4100.9 in DOD that says we have a relationship with the Small 
Business Administration, but by law, you say and permit these people 
to come into our procurement activities. There must be guidelines 
on which to operate when operating with an outside agency. At the 
same time, all of us being small-business minded, we feel it behooves 
us to set forth guidelines that we can all follow and understand and 
trv to achieve our objective. 

We have set forth in this piece of paper those guidelines as far as 
relationships between the procuring activities and the Smal! Business 
Administration people. If there is any difficulty that arises in the 
field, we have a system set up to where it can be brought to the atten- 
tion of the Administrator of the Small Business Administration and it 
will be taken up with me in the Department of the Army to give it 
every due consideration before final decision is made. 

We try to cooperate with the Small Business Administration to the 
extent of adding every possible name we can to the bidders’ list and 
that was a tremendous task in the beginning but it is now kind of 
subsiding. You can reach the saturation point on the cove rage you 

can make, the people griping who want to get on the bidders’ list and 
finally vou don’t have too many nipping at vou wanting you to help. 

On dissemination of information, we felt that we should cooperate 
with the SBA. It is entirely possible that through their many means 
and facets, chamber of commerce, Rotary, other industrial organiza- 
tions in cities where they are located, those are 31 throughout the 
United States, to disseminate to them requests for proposals, along 
with specifications and drawings, if they ask for them for the 31 
offices throughout the United States. 

This is only done on joint-determination program but those are 
the ones that they are particularly interested in and we are extremely 
interested in because we feel it 1s an item of procurement that can 
be procured or furnished by small business. 

I would like to touch at this point upon this subject because at one 
time I did represent in the Army on ODM-4 or labor-surplus areas; 
therefore, we felt we should clarify our situation in this area, first in 
the small business surplus-labor area. Small business is given first 
consideration. If we make a joint determination or set aside for 
small business, then we do not go further and make a set aside forthe 
surplus area. When you consider procuring, you consider 1, 2, or 3 
minimum economical runs in order for us to make a set aside. 
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Mr. Higerns. It depends on which law you are reading at the 
moment. 

Mr. Asxrns. I now have that hat on. 

Operational procedure, as far as operating with SBA, is set forth in 
here, and the guidelines have been good. 

I would like to say this, and I think this would be particularly in- 
teresting to Senator Duff, because last year I believe it was a matter 
of contention as far as this committee was concerned, that is; we have 
now set up policy where if a small-business firm bids and is low, and 
we make a preaward survey and determine that he is not going to get 
the award, we hold up the award, notify the Small Business Adminis- 
tration, and hold it 10 days to give SBA an opportunity to survey the 
firm for capacity and technical competency, financial assistance, 
anything they want to do. 

If they choose, they can go by Public Law 163, issue a certificate of 
competency which overrules our preaward survey. We have had some 
bad periods in this during SDPA days. In SBA days it has been an 
excellent record in view of the fact they come to us; they ask to see 
our folder on the firm, see what we have found out, what we based 
our judgment on. They say, why don’t you come and go with us. 
We go out and make another survey. They are not anxious to issue 
certificates that are going to go sour and we are not anxious to get 
them because we want our supplies. We are now doing that and 
holding up procurement 10 days in order to get that accomplished. 

In addition to this, but not appropriate at this time, but it is here 
in guidelines set forth to push this forward and that is with regard to 
Defense production pools. 

Policy and procedure for implementing those, how we operate, are 
set forth in this piece of paper. 

In addition to that, and with your permission, this was not up-to- 
date and I didn’t use chart B at the time of dise ‘ussing it, but speaking 
of posts, camps, and stations, where we have small-business people 
throughout the United States, this was based on 119, we had before 
this last survey—I am making an increase in personnel back to posts, 
camps, and stations. These (referring to chart B) are located and 
designated by the insignia of the technical services. 

Mr. Hieerns. Let’s show how comprehensive this is. 

Mr. Askins. Before going into these next charts and substantiating 
figures to back up these things, I would like to give you copies of the 
charts before you. If you would like to have them, or if you would 
like to wait, they are available in sets here for you. 

Possibly you remember, Senator Duff, that last year I used pie 
charts and I got myself in a little hot water and thanks to you, you 
helped me out so I decided to go back to the bars. They are easier 
to work with. 

The first thing we should concern ourselves with is reviewing what 
the Department of the Army has done in the past on a historical basis. 

Beginning with fiscal vear 1949, my contention has been for some 
time that when we are in procurement of this size, $2 million and 
$1.8 million, that small business would fare better than when we go 
into an emergency program such as the Korean conflict for the simple 
reason that we get into large items which are not susceptible of 
accomplishment by small business. 
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However, as our historical background shows, when it was at the 
fiscal year 1949 level, 42 percent went to small business. As we came 
more into housekeeping items, or normal peacetime procurement, 
even more percentage went to small business, 44.7 percent. As we 
go into emergency procurement such as fiscal year 1951, it dropped 
to 29.8 percent; here in fiscal year 1952 to 21.2 percent. In fiscal year 
1953, we drop procurement back to $7.1 billion and out of that 36.5 
percent went to small business. 

In fiscal year 1954, 35.1 percent went to small business and my 
theory didn’t hold true, that inversely as you go from emergency 
procurement back to more normal peace-time procurement it should 
work to the advantage of small business. We didn’t quite make it 
here this year for the simple reason that there are some types of pro- 
curement we are making that threw it a little askew. But I think 
this year we will come back to a normal inverse trend. 

Mr. Hiaarns. Senator Smathers, so far in 1955, on the seven months 
we have figures, for the fiscal vear of 1955, where 33 percent mstead 
of 35 is shown, one of the factors influencing that, is the big dollar 
vi — of certain items.’ For instance the missile program which is 

1 pilot-line stage of R. and D. covers a highly specialized big item. 
That influences these charts you are looking at here terrific ally be- 
cause the amount of money we put in missiles versus canned soup or 
20mm. shells, there is no comparison at all. So the figures reflect 
these high value procurement items we liave that we shall discuss a 
little bit later. 

Mr. Asxkins. Going back to the trend that small business in time 
of emergency or full mobilization, there are programs and items that 
small business cannot possibly accomplish, we are always confronted 
with those in some fields whether in peacetime or mobilization, be- 
cause of the complexity of the item. 

I felt that the next thing that you would want to see is what kind 
of distribution we are doing as far as dollar categories of procurement 
are concerned. 

CHART 2 


Department of the Army, obligated procurement, dollar categories of procurement,} 
(July 1, 1954, through Jan. 31, 1955) 


Actions Percent Dollars Percent 

Total_..- 975, 022 100 | $2, 789, 648 100 
Less than $10,000 959, 809 98. 5 433, 152 15.5 
$10,000 to $24,999 _ _ ; 10, 232 2. 1 182, 461 6.5 
$25,000 to $49,999 2,175 oan 100, 147 | 3.6 
$50,000 to $99,999 a 1, 223 1 113, 028 | 4.1 
$100,000 to $499,999 1, 124 — 324, 114 | 11.6 
$500,000 to $999,999 223 (2) 188, 169 | 6.7 
$1,000,000 and over 236 (2) 1, 448, 576 52.0 


! Includes interdepartmental and interservice procurement. 
2 Less than Mo of 1 percent. 


In the first 7 months of fiscal year 1955 on procurements less than 
$10,000, 960,000 actions out of 975,000 actions, or 98.5 percent, of our 
actions were in that area and it only accounted for 15.5 percent of 
our dollars. 

I won’t go through each one for you because you have the chart 
there and will probably want to study it. But getting down to a 


BS 


10 See Appendixes 7-7(d) beginning p. 316. 
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million dollar procurement in big programs, which is less than one- 
tenth of 1 percent, or 236 actions, the first 7 months of this vear 
accounted for 52 percent of our dollar volume. 

Mr. Hieetns. That supports what I just told vou 

Mr. Askins. Conceding that there are those ite ‘ms. 

Senator SmatHers. Where you have printed 236 actions, and so 
forth, $1 million and over, does that include subcontracts? 

Mr. Askins. They are strictly prime contracts 

Mr. Hiaerns. In my remarks, I said that it was the best figure we 
had; and as was brought out in this hearing a year ago, some 24 
percent—and this is not a figure we can support—some 24 percent 
would be added to the 33 we have now if we could add the subcon- 
tracting. But if we tried to add subcontracting, it would mean we 
wouldn't have a pure report such as we have here. ‘Those percent- 
ages are pure as shown on the chart. 

Senator SMATHERS. Substantiate every one of them? 

Mr. Hieains. Every one of them. 

Mr. Asxins. On the theory of the items that we know are so 
complicated, and because of this area here, $10,000 to $999,999, leads 
me into chart 3 that I wanted to call to vour attention that I feel we 
should give careful consideration to in accepting those facts. That 
will tell us a story of what we are doing in the field of small business. 

Combat vehicles such as tanks, self-propelled artillery, special- 
purpose vehicles, are $280 million of our procurement in the first 7 
months of fiscal year 1955. Therefore, I think you would concede 
that we could do away with that portion. 

Jeeps, tactical trucks and other noncombat vehicles—there are $119 
million in that area. That is not susceptible of accomplishment by 
small business. 

Mr. Hieeins. Disregarding subcontracting to small business. 

Mr. Askins. Noncombat vehicles, jeeps, tanks— not tanks— tactical 
trucks and other such vehicles. We are removing them but there is 
procurement for small business in that area as I get into this chart in 
just a few moments, but it isin components and M.and QO. And when 
you get down to ammunition, there are certain sizes of ammunition 
that are accomplished by small business. 

Mr. ForsytHe. I am thinking about the Corbitt Co., who has made 
trucks. 

Mr. Asxins. That is such a small quantity of the overall I felt it 
was so negligible, I could eliminate it in the category, because within 
this balance ($1,565 million) that I will have here, Mr. Forsythe, there 
will be many items in here, such as Corbitt Manufacturing Co., 
trucks and special-purpose vehicles which would be in this same field. 

Mr. Forsytue. The thing I want to guard against is the proposition 
that small business either does not or cannot make items in those two 
categories when in fact they do. 

Mr. Asxins. They do. 

Mr. Hicerns. For small-business concerns with 500 employees or 
less, as a prime contractor in producing a truck, there are very, very 
few. 

Mr. Forsytrue. There are some. That one case arose where we had 
trouble getting a contract and they had it scheduled to the satisfaction 
of the Army. 

Mr. Hieeins. You could almost count them on your two hands. 

Mr. Asxins. Bob, the percentage— 
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Mr. ForsytuHe. I just want to bring out the fact that small business 
can make it. Sometimes we are a little too quick in dismissing small 
business. 

Mr. Asxkins. No, we are not dismissing it if they are functioning 
in this area (referring to the $1,565 million). We know in combat 
vehicles, the first one we removed, that they are getting a slight per- 
centage. It is in components and the M. and O. side; noncombat is 
the same way, and ammunition there are certain sizes of ammunition 
under the 155 mm. that they can make. 

In the weapons area, sky sweepers, the 280 mm. gun, and our M33 
fire-control systems accounts for $86 million-—-ammuunition, small 
arms and medium and heavy artillery (I conceded 155 mm. and below) 
there are areas they make them; that accounts for over $310 million 
of our procurement. 

In the guided-missiles procurements, the NIKE program and others 
which Mr. Higgins will want to mention to you, it is an area strictly 
for big business, but I am amazed by what I have learned in what is 
being ‘done in the subcontrae ting to small business in this area. That 
accounts for $228 million of our procurement dollars spent during this 
first 7 months. 

So out of what we have left, $1,565 million, $864 million went to 
small business or 55.3 percent. 

Colonel Cone. Actual awards. 

Mr. Askxins. Actual awards of prime contracts only. 

Senator SMATHERS. One question. I don’t know what that totals 
up to. There would be a billion and roughly 

Mr. Askins. I have substantiating figures to give you. 

Senator SMatTHerRS. That is all you people spent for procurement 
last year? 

Mr. Asxkins. I am glad that you asked that because I would like 
to deviate. 

Here are all the statistics on this period. Our total obligated pro- 
curement for the first 7 months, not counting interdepartmental or 
interservice, was $1 875, 552,000. Conceding to Mr. Forsythe’s point 
that there are some procurements in that area that woul ! go to small 
business, at the same time knowing that they are categories that are 
predominantly large business and we have allowed for that by leaving 
within the blue block of the chart ($1,565 million) that portion sus- 
ceptible of being handled by small business. By the very nature of 
the items we take $1,026,197,000 out of our informal competitive 
bidding area.” Chart 4 is to convey to you what we are actually 
doing on formally advertised versus informal competitive bidding. 

Mr. ForsytHe. Known as negotiated, also. 

Mr. Asxkins. Yes. 

So, conceding that we can take $1,026,197,000 from that ($1,935,- 
745,000). 

Senator SMaTHERS. Let me ask you this. Why would you use 
negotiated bids rather than competitive bids for noncombat vehicles? 

Colonel Cong. Your commercial type vehicles would be en for- 
mally advertised procurement. However, we are talking about 
tactical trucks, the all-wheel drives, special military design vehicles, 
mobilization base requires that informal competitive bidding be used. 

Senator SmatTHERS. What company or companies gets the most of 
that work today? 
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Colonel Cone. There is no figure that | could give you, sir. On 
the commercial-type vehicles, it is the lowest responsive and respon- 
sible bidder. We are procuring some noncombat vehicles, all-wheel 
drive military vehicles from Willys, General Motors, International 
Harvester and so on. 

Mr. Hiceerns. This is going to come up later. While vou were 
out, we had quite a discussion about negotiated bids. But if vou 
don’t mind, we shall cover it a little later 

Mr. Askins. In addition to what we have in the informal com 
petitive bidding area by Public Law 413, section 2 (ec) (3), vou in the 
public law state that we will, on procurements of less than $1,000, 
because of the administrative burden and the cost to us, that we will 
negotiate. There we can eliminate that because it is a must. On 
informal competitive bidding basis, section 2 (c¢) (9) permits us to 
negotiate subsistence. Therein we have remaining these two areas, 
of formally advertised versus the balance of the informal competitive 
bidding, or $655 million against $511 million and these respective 
actions, 55,294 actions to ‘accomplish the formally advertised and 
64,795 to accomplish the informal competitive bid ling 

Taking into consideration what we have done on a cumulative 
basis (chart 5) and comparing it with fiscal year 1954, our percentages 
have held up fairly well in view of the fact that we are making every 
effort to give small business an equitable opportunity. At the same 
time I was a little bit concerned in the beginning, because of a change 
in policy in the Department of the Army trying to redistribute or get 
out our dollars that you appropriate to us, in the early quarters, so 
that we in the long lead-time items can have longer to get them into 
the fiscal year for production and at the same time get the money 
expended. Therein is the cause for this increase here even though 
the percentage is not too great at that point because they are still 
the items that we have referred to before of being big items and 
complicated. 

Our percentage thus far for the 7 months on a cumulative basis 
is 33 percent having been awarded actually as prime contracts to 
small business. 

Mr. Hiaarns. I know it is confusing; when I first saw this chart, 
despite the fact that this was a mounting line, these percentages 
fluctuate for each one of these amounts. The amount that went to 
small business here—the reason for this very sharp rise in this particular 
line here [indicating] was that this is the first vear that I have been 
able to get the principal contracts out early in the fiscal year. You 
remember in years gone by how that curve used to be—that in the 
last month or two we got into a lot of inefficient buying and one 
thing and another. 

You note self-propelled guns, tanks, the guided-missile program 
got into it early, and now this will level off something like that 
lindicating], and we will get away from that bad buying spurt that 
they always rushed into in the end of the year to get the money 
committed. 

Mr. Asxins. I would like to preface these next two charts (charts 
6 and 7) in fairness to the other services, that there are many items 
in the Army that we buy for the Navy and Air Force. We recognize 
it does assist us in the percentage we give to small business and 
definitely the number of actions that we have to handle. 
63038—55——4 
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However, on a comparative basis of fiscal year 1954-55, from the 
bottom line to the top of the red one the total Department of Defense 
awards to small business. Those noted by the blue field on a quarterly 
basis, the two quarters of this vear amount to 57.7 percent and 
56.5 percent—of all the awards made to small business were made 
by the Department of the Army. 

Sent - SMATHERS. Is that numbers or dollars? 

Mr. Askins. Dollars. In the action field, this has been borne out 
by 10 years procurement historical background (chart 7). Between 
16 and 48 percent of all the actions awarded to small business in the 
Department of Defense are in the Army. We had 1,353,000 actions 
to accomplish all the procurements. We did both in formally adver- 
tised and the informal competitive bidding area 

Mr. Hicerins. This isn’t putting the Navy and Air Force in the 
proper light because they buy battleships or bombers and it takes so 
much more money, while we are buving lots of bits and pieces and 
we can make a better showing. 

Senator SMaTHERS. I don’t think you have to apologize at all 
because I am glad to see the Army improve its system of procurement. 

Mr. Asxins. Before I uncover the next chart, (chart 9) and because 
I have lived with this for 28 months, I have been anxious to know as a 
salesman what are you getting in the way of dividend for what you 
are putting out in the way of effort. 

At the same time, there are ways of measuring that but I think there 
is no better way of knowing what you are doing than to know that you 
have effected a policy and a procedure on a daily basis that brings into 
vour scope of what you are endeavoring to do for the small-business 
firms and their participation. Out of the efforts of our program and 
all the people in the field (because I cannot take credit for it because 
they are the ones actually doing the work), we have been able to, in 
the first 7 months of fiscal vear 1955, on a monthly basis, add to our 
supply system small- business firms as prime contractors for the first 
time, 1,231 new firms.’ 


CHART 9 


New small-business firms added to the D/A supply base as prime contractors during 
first ? months (July 1, 1954, thro igh Jan. 81. 1955 


July } 934 December 242 
August __-_ ; f “?* | January 207 
September __ . m ; 205 | 
October : 162 | Total |, 23) 
November_____- : 181 | 


Senator SMaruErs. Fine. A fine showing. 

Mr. Askins. We think so. 

Mr. Forsyrue. On all contracts, Jack? 

Mr. Askins. All contracts. 

In addition to that, and because of the recent trip such as Mr. 
Higgins and others planned, he was recently at the Quartermaster 
Market Center system in Chicago and was very impressed with their 
operation and their percentage going to small business. 

With your permission, and indulgence, I would like to ask that 
John Martin come forth and give you what he has to offer in this area 
in behalf of this chart (chart 8). 





1! See appendix 7, p. 316 for Mr. Askin’s letter of April 28, 1955, submitting procurement data, 
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Mr. Hiaarns. I just wanted to say here to anv of vou gentlemen 
and your colleagues that are ever in Chicago, we want to extend to 
you a very hearty invitation, or arrange ahead of time, if vou are 
going to be there—just give us an hour and go to this food-market 
procurement center right in the Loop. It is one of the most fasei- 
nating operations you have ever seen—TI don’t care what you have 
looked at in the procurement game. We are buying 21 million 
pounds of choice beef a month. We are buying 15 million dozen eggs 
a month, 1 million pounds of cheese a month, 6 million pounds of 
lettuce—perishables of this nature, where you must act today and 
deliver tomorrow and get it on the table in a day or two. This is all 
being done on a fine, high, business-standard basis aan titive basis. 

I shall get into these negotiated things a little bit later. But it is as 
ae as you have seen anywhe: re. We would like to have vou 
visit this center at the very first opportunity, because it will warm the 
cockles of your heart to see how these gentlemen carry on. I was 
there last week reviewing this. I like to do this quarterly. I was so 
impressed with this particular chart that I asked that they bring it 
here for this hearing today. 

Mr. Martin. I have a brief prepared statement which I would like 
to submit. 

(The statement is as follows: ) 


STATEMENT BY JOHN F. Martin, SMALL-BusINESs SPECIALIST—Ht 
QUARTERS QM Market CENTER SysTEM 


\D- 


I am John F. Martin, small-business specialist for Headquarters QM Market 
Center system, the organization that procures subsistence for the Armed Forces 
The market-center system is under the command of Maj. Gen. Arthur L. Mars 
and the headquarters is located in Chicago, Ill. Market-center svstem sists 
of 10 market centers and 17 temporary and permanent field offices located 
throughout the United States. 

Subsistence is procured by informal competitive bidding. Proposed nonperist- 
able subsistence procurements are screened in the Office of the Quartermaster 
General for joint determination action prior to the transmission of requirements to 
the market-center headquarters in Chicago. Notices of intent to purchase are 
then prepared and forwarded to all interested vendors. Offerings may be sub- 
mitted by letter, wire, or telephone. Verbal offers are accepted right up to the 
moment of closing specified in the notice of intent to purchase. 

Vendors submit their offers to the market center located nearest to them 
These offers are recorded on a summary of offerings and after the hour of closing, 
the lowest responsive and responsible offers are forwarded to the headquarters in 
Chicago where they are evaluated on a national basis. Subsequent to evaluation 
successful vendors are notified of award by the market center in their area 

It should be emphasized that the mailing lists of the market-center system 
contain every qualified source of supply interested in bidding on market- 


all 


centel 
requirements. Notices of intent to purchase are sent to all vendors on the per- 
tinent mailing list. Efforts are constantly being made te inerease the numbe! 
of vendors on market-center meiling lists through the medium of letters and 


personal visits to additional potential suppliers 
Under this method of informal competitive bidding the Quartermaster Market 


Center system procured approximately $747 million of subsistence during calen- 
dar vear 1954. Of this total $421 million or 56 percent were awarded to small- 
business firms. The total number of contracts and p irchase orders during the 


same period were 183,000. Of this total 70 percent or 129,000 actions wer 
awarded to small-business firms. 

The percentage of awards to small-business concerns is graphically represented 
in chart No. 8, copy of which has been furnished each member. I have a copy 
of chart No. 8 which I would like to explain. 


Mr. Martin. Chart No. 8, if I may present that to the committee, 
we have here a complete record of procurement to small business 
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from July 1953, the beginning of the fiscal vear in 1954, the number 
of purchase orders or contracts are portrayed in thousands here at 
the bottom. 

For example, during the month of July 1953, we awarded approxi- 
mately 12,000 contracts or purchase orders for a total dollar value 
to small business of $36 million. These are the awards to small 
business or trade along the line here. I can recap the content of that 
chart in terms of fiscal vears since we are beginning with the fiscal 
year 1954 and carrying through to February of 1955. 

During fiscal year 1954, 56 percent of all of the dollars spent by 
the market-center system went to small business. Seventy percent 
of the contracts or purchase orders went to small business. Identical 
statistics carry through for fiscal vear 1954 up to and through Febru- 
ary. That has been a consistent picture of awards to small business 
by the market-center system. 

Mr. Asxins. Two things I would like to call to your attention. 

Mr. Hiaetns. | do want, before Senator Duff gets away, to put 
your mind a little at ease about this negotiated contract business. 
It is an old Geaaae with us here, and I would like to speak about 
that for a couple of minutes. 

Mr. Asxins. There were two things I wanted to mention. When 
we had the old AFRAC ” committees in DOD we have taken it upon 
ourselves to continue on a cadre basis and to keep them functioning. 
If I remember correctly, and I believe you recall it, Senator Smathers, 
the AFRAC, our council in Birmingham asked you to be the main 
speaker at the meeting held in Miami recently at the Industrial 
Exhibition Fair. Unfortunate ly vou could not make it. We are trying 
to keep those alive in 20 different locations throughout the United 
States. 

One other thing I wanted to mention in passing is that in October 
and November, | held orientation conferences in each one of the six 
Continental Army Headquarters and brought small-business special- 
ists in for personal contact, to see if we could better our procedure. 
It is not a good policy to bring that many people into Washington 
for a national conference. I wish we could. Sometimes it is better 
to go to the field to them. They like you to come to them instead of 
them coming to headquarters. For small business it is obviously 
better. 

Mr. Hiaerns. Senator Smathers, the subject was raised by Mr. 
Forsythe about the large percentage of negotiated business we have 
in the Army on informal competitive bidding. Let me say this, that 
we might clear the air a little bit if we attempt to define what we are 
talking about first, because this is a terrific problem with us. It is 
something that we are just talking about all the time. 

On this last procurement of the M-48 tank we sent out for sealed 
bids. To me it was formal advertising any way you look at it but due 
to the complex advertisement and “problems that we had on the 
trestle board, we had to take information we collected by the sub- 
mission of bids from three companies who bid on that, and sit down 
and negotiate from there on out. We had a certain engine we wanted 
in that tank for certain reasons. We had Government-owned property 
we wanted used up, or parts that could be used on a continuing basis 
that you could not write in specifications. When this got to the 


12 Armed Forces Regional Area Councils. 
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dollar side, it got classified as a negotiated bid. To me it wasn’t. 
We had to do some negotiating at the end of it, but three companies 
paid around $30,000 apiece to sit down and figure out a sealed com- 
petitive bid, as all of us have done many times. They spent that 
kind of money, so they must have put together a pretty good bid 
That is what it costs any one of these c ompanie s to bid on one of these 
tanks. But due to that last-ditch segment of negotiating, which we 
had to do to iron out certain of these things, it got classified as a 
negotiated contract. ‘To me that is unreasonable. 

On the other side of the coin, this whole subsistence operation at 
Chicago is negotiated. 

Senator Durr. Pretty clear. 

Mr. Hiaarns. It is as competitive as any sealed bid process we have. 
I would like to show it to you. There is negotiated bidding in this 
particular case but it is one of the most competitive centers we have. 
There are no problems about it—you folks are not harassed. 

Senator Durr. It would not be in good shape if you had sealed bids. 

Mr. Hiacerns. Then we procure certain items, medicines—by name. 
They don’t amount to very much. I would like to have Colonel 
Cone, the veteran here in this area, recite a few of the obligated areas, 
so-called negotiated bids. Colonel, would you recite them? 

Colonel Conr. I would be very happy to. 

In talking of actions, sir, by far the greatest number of contracts 
are under $1,000 so I would say over 80 percent of all contracts are in 
that category. Obviously we cannot afford administrative time or 
expense to advertise that type of procurement nor would the indi- 
vidual businessman be willing to submit bids on that type of pro- 
curement. 

So, in terms of actions, the negotiated procurement-——these are 
under $1,000 procurement—if we subtract that from the term ‘‘nego- 
tiate’’ set it aside and reserve it, the treatment it now gets, common- 
sense, simplified, economical, competitive procurement because there 
is still competition on that to insure sound prices. 

In respect to dollars, I think both Secretary Higgins and Secretary 
Pike have covered the major dollar areas for negotiation. 

For tank contracts, guided missiles account for by far the greatest 
number of dollars. 

In Public Law 413, 80th Congress, Congress has given us very prop- 
erly certain areas where the circumstances of procurement require 
negotiation. For instance, on architectural services, we cannot adver- 
tise for those services. Architectural professions absolutely refuse to 
bid and write in when we have attempted it. We have inadvertently 
attempted it. There are industrial practices and professional pride 
that prevent that. We still have the problem of maintaining industrial 
mobilization base. Certain artificial controls, we have stressed certain 
large sums of time and money and we must maintain that if at all 
probable. We are talking now of negotiations largely of those things 
that are purely military or largely military in nature. 

Commercial items are almost invariably procured by formal adver- 
tising provided they are $1,000, they are not proprietary such as 
medicines as mentioned by Secretary Higgins and the other cireum- 
stances which are justifiably negotiation. 

So, with this chart, subtracting the number of actions and your large 
dollar value items of 236, over $1 million items noted previously, we 
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boil down this area to something entirely within reason and with lati- 
tude and judgment and is prope arly exercised. 

Mr. Hicetns. Let me tell you what we are doing about a second 
production line for NIKE. Here is a different proposition entirely. 
The art isn’t developed. You cannot go out to Tom, Dick, and Harry 

| - ; 5 
with this item, because the art is not developed. We must stay 
pretty much in the area of competence of development. We don’t 
want any more plants on the other side of the Rocky Mountains. We 
had a Charlotte plant. The second line goes there. But rather than 
spend taxpayers’ money for a lot of machine tools to put in the Char- 
lotte plant, we said to the prime contractor down there, now we want 
vou to canvass the Atlantic seaboard and subcontract the machine 
tool part of your job. We are not going to put money in machine 
tools. I instructed him in my office. He didn’t have much choice. 
He did it. To the degree that those subcontracts fall into small 
business, they have an equal chance but that is something which we 
do not control. You subcontract it and you have to let the chips fall 
where they may competitively. 

Now that’s what I could do with this prime contractor with that 
nature of a contract. On the other hand, if we brought someone in 
making commercial items, and 85 percent of his business is commercial 
business—and I start telling him what he is going to do or what he is 
going to subcontract, you know what he is going to tell me—Do you 
want me to do this job? Am I going to do it or not? That is, frankly, 
what we walk into, so we must keep this in mind. Those we can 
coutrol by the nature of the item and one thing and another, we do, 
with the greatest wisdom possible consistent with our objective. 

But I finish up with what I started out with today: We are not neat 
the end but we are trying our darndest to get there. The intent and 
the desire and everything else is with us to do it, and I think you can 
see we are pretty far dow. the road toward our objective. 

Mr. Forsyrue. I want to raise one point in question with the 
presentation by the colonel. The committee agrees 100 percent on 
the items he has mentioned, perishables, subsistence, services for 
professional work, architectural design and so forth. One of the 
reasons why we are concerned is the fact that for instance in the 
case of the General Accounting Office where if we have a complaint 
from a business concern that there has been a negotiated contract and 
he didn’t have a chance to negotiate, he protests to GAO. GAO's 
position today, according to them, is that by the excessive use of this 
one exception as written into the law, it renders the GAO practically 
useless to do anything for the protesting firm or anybody else, if the 
military awards their contract under negotiation. Under any of the 
other exceptions, GAO still has the authority to go in with the military 
to determine whether or not that item was rightfully negotiated 
whether it was advertised. 

That is one of the things that has been building up in the last 
couple of years and is of serious concern, | think, to everybody, 
where the one agency that is set up can check the expenditures of 
funds from all agencies comes and says that excessive use by the 
military of the one exception renders this branch of Government 
useless for the job it is set up to do. 

GAO would not argue and neither will anybody else on the items 
mentioned but there are a good many situations where GAO has been 
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asked and thes come out and say we can’t touch it because they hav 
egotiated under 2 (c¢ ] 

All you have to do is 

Mr. Hiaains. Let me say I am the one charged with deciding that 
sort of thing. Iam in complete sympathy with you. What I am trv- 
ing to do right now is to put on one sheet of paper the ODM and DOD 
directives and the statutes that conflict with each other, Getting all 
those together, vou find that vou are damned if vou do and damned if 
vou don’t. And I am very happy to see the general interest across 
the board in getting this thing straightened out so it will be 
what we are supposed to do. 

Mr. Forsytue. I have one more notation while we are on subcon- 
tracting negotiations. Small firms say that they don’t have the prior 
notice to negotiate bids as they are on advertised bids.. Any potential 
subcontractors don’t hear about it, or don’t know who got the con- 
tract in time to allow the contractor at the time to try to obtain sub- 
contracts. 

Mr. Prxx. I think the answer is that the Department of Commerce 
synopsis covers the awards of prime contracts, so that a small business 
for $7 a vear can get this publication, get information on procurement 
coming up, as well as awards of prime contractors. 

Senator Durr. I think this has been a very interesting presentation, 
very clear and very full and I thank vou very much. 

Senator SMATHERS. Senator Duff, do vou have no more questions? 

Senator Durr. I have no more questions. 

Senator SMATHERs. If there are no more questions we will recess 
until tomorrow. 

Mr. Forsytue. I think Mr. Askins or perhaps Mr. Hamlin could 
answer any of the questions we have. 

en SmaTHERs. I know you people are busy and have lots to do. 

* ForsytHe. We will pick up at 10 o’cloc!] K tomorrow in the same 
room ia finish with the Army and start with the Navy. 

Senator SMATHERS. I want to join Senator Duff in saying that | 
think you have made a splendid presentation this afternoon, gentle- 
men. I am particularly pleased to see these new firms being added. 
I know it is a difficult job but apparently vou people are aware of 
the problem and are doing something about it. 

(Whereupon, at 12:45 p. m., the committee recessed to reconvene 
at 10 a.m., Thursday, April 21, 1955.) 
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THURSDAY, APRIL 21, 1955 


UNITED STATES SENATE, 
SUBCOMMITTEE ON MiLitary PROCUREMENT 
OF THE COMMITTEE ON SMALL BUSINESS, 
Wash ington, D. Li. 

The subcommittee met, pursuant to call, at 10:10 a. m., in room 
155, Senate Office Building, Senator Smathers presiding. 

Present: Senator Smathers. 

Also present: Robert Forsythe, chief counsel, and William D. Amis, 
professional staff member. 

Senator SmarHeErs. The meeting will come to order. 

We would like to have Mr. Askins take the stand, please, sir, and let 
us ask him a few questions: 


STATEMENT OF MR. JACK ASKINS, SMALL-BUSINESS ADVISER, 
TO THE ASSISTANT SECRETARY OF THE ARMY (LOGISTICS AND 
RESEARCH AND DEVELOPMENT) AND DEPUTY CHIEF OF STAFF 
FOR LOGISTICS, UNITED STATES ARMY 


Senator SMATHERS. You did a good job yesterday when you pre- 
sented us with a chart which showed certain new businesses which had 
been added to the list, do you recall I commented on it? 

Mr. Askins. Yes, sir. 

Senator SmatHeErs. Do you have a chart to show how many small- 
businesses have dropped off? 

Mr. Askins. No, sir; I did not make a machine run on that. 

Senator SMATHERS. Do you have a net gain or loss on the number 
of small businesses which you circularized? 

Mr. Askrins. It is entirely possible that we might lose one small 
business by gaining a new one if he is the low bidder. That could be 
the case. 

Senator SMATHERS. In the list of small businesses which you contact 
either through your small-business specialists or possibly the military 
themselves, do you know whether or not they are contacting more 
small businesses or less small businesses in relationship to permitting 
them to bid? 

Mr. Asxins. We are contacting them constantly to get new sources. 
In machine sbops we have such a vast list of sources, we are not seeking 
new ones. If they approach us, we do include them. 

Senator SMATHERS. Do you believe by virtue of all this work which 
you are doing—and obviously you are doing a lot of good work 
that there is a net increase of small businesses which are being con- 
tacted in relationship to participating in this Government procure- 
ment. 
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Mr. Askins. Yes, sir, 1 do think so. 

1 think though, the same as Dun & Bradstreet reports in the Wall 
Street Journal every week. We have so many business failures and 
so many new businesses; we have not tabulated them to know whether 
there is a plus or minus. 

Senator SMATHERS. I am trying to justify your work by saying 
that it is getting bigger. 

Mr. Askins. I do think, honestly, it is. 

Senator SMatTHers. But you do not actually know. 

Mr. Askins. No, sir. 

Senator SMATHERS. At yesterday’s hearing the committee was pre- 
sented with Department of Defense Instruction 4100.20 dated April 
19, 1955," relating to the Department of Defense small-business sub- 
contracting policy. On page 2 at paragraph 4—A, does this represent 
anything different than what is now being included in contracts 
awarded by the Department of the Army? 

Mr. Askrns. No, sir. The standard clause that we use at the 
present time is this standard clause (chart 10). In ASPR, which is 
our armed service procurement regulation and APP, which is our 
Army procurement procedure, we have a standard subcontracting 
clause with regard to utilization of small-business concerns in every 
contract over $5,000 where practicable. The reference is ASPR-7-— 
104.14, “U tilization of Small Business Concerns,”’ reads as follows: 

(a) It is the policy of the Government as declared by the Congress to bring 
about the greatest utilization of small-business concerns which is consistent wit! 
efficient production. 

(b) The contractor agrees to accomplish the maximum amount of subcontract- 
ing to small-business concerns that the contractor finds to be consistent with the 
efficient performance of this contract. 

Senator SMaTHERS. What is that you are reading from? 

Mr. Askrvys. This is a copy of chart 10 that I made up for yesterday. 
We did not get into the subject, so I did not display it. I can enter 
it in the record. 

Mr. Smatruers. We will put that in the record. 

(The document referred to is as follows:) 





13 See appendix 3, p. 276. 
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CHART 10 


SUB-CONTRACTING CLAUSE 


UTILIZED IN EVERY CONTRACT OVER $5000 WHERE PRACTICAL 
ASPR 7-104.14 


UTILIZATION OF SMALL BUSINESS CONCERNS 


(A) IT IS THE POLICY OF THE GOVERNMENT AS DECLARED BY THE CONGRESS 
TO BRING ABOUT THE GREATEST UTILIZATION OF SMALL BUSINESS CONCERNS 
WHICH IS CONSISTENT WITH EFFICIENT PRODUCTION. 


(B) THE CONTRACTOR AGREES TO ACCOMPLISH THE MAXIMUM AMOUNT OF 
SUB-CONTRACTING TO SMALL BUSINESS CONCERNS THAT THE CONTRACTOR 
FINDS TO BE CONSISTENT WITH THE EFFICIENT PERFORMANCE OF THIS 
CONTRACT. 


Senator SMATHERS. What are you actually doing to implement this 
particular suggestion which is “that prime contractors do as much 
subcontracting with small business as possible’’? 

Mr. Askins. With your permission and that of the staff, I would 
like to have General Westphalinger comment on that. Since yesterday 
when we saw the subcontracting piece of paper for the first time at 
the meeting, [we knew in essence the content and wording, because 
we worked on it in preparing it, but there were minor changes before 
it was published], we have discussed it at the Army level and General 
Westphalinger is prepared to answer you on this question. 

Senator SMATHERs. Fine. 

General Westphalinger. 


STATEMENT OF BRIG. GEN. H. R. WESTPHALINGER, CHIEF, PRO- 
CUREMENT DIVISION, OFFICE OF DEPUTY CHIEF OF STAFF FOR 
LOGISTICS, DEPARTMENT OF THE ARMY 


General WresTPHALINGER. I am General Westphalinger, Chief of 
the Procurement Division, Office of Deputy Chief of Staff for Logistics, 
Department of the Army. 

We have taken action to implement this entire directive and it is 
our earnest desire to implement it in the spirit in which it is intended. 
I think it was clearly demonstrated by Mr. Pike, the Assistant 
Secretary of Defense for Supply and Logistics, and Mr. Higgins 
that we intend to do a sincere job in accomplishing this. 1 can give 
you my word that my office will do this to the best of our abilities. 








5S MILITARY PROCUREMENT—1955 


Senator SMATHERS. Fine, General. Let’s just sort of think out 
loud a minute. How would you go about this? Would you think 
the best way for us to go about this would be, to do just what you 
say you are going to do? 

General WrsTPHALINGER. I think we will do the thing very similar 
to the way the Navy did. We would have Mr. Higgins send a letter 
which each of the technical services would forward to their contractors. 
That would give the prestige of Mr. Higgins’ office to the project. 

Senator SMatHers. In which you would merely recite the policy 
that you do want wherever practical and consistent with good man- 
agement and getting the most for the dollar that you do want them 
to subcontract it to small business. 

General WrestTpHALINGER. That is right. 

Senator SMATHERS. Do you ever give them any definition of what 
small business is or anything like that, any sort of a directive so they 
know what we are talking about? 

General WrEsTPHALINGER. Yes, sir; there is a definition right in this 
directive. 

Senator SmatHers. And you would give them the benefit of that 
information? 

General WresTPHALINGER. We will give them the whole directive as 
a matter of fact. 

Mr. Forsytue. Do you think the Air Force program of holding 
regional meetings with prime contractors* and sending out some of 
their top people to drive this program home can be used by the Army? 
I am thinking for instance of General Baker’s speech when he went out 
to the Air Force and made a pretty strong statement to the effect that 
the Air Force meant business on the subcontracting program, and 
from what we gathered, got a pretty good response. 

General WesTPHALINGER. I would say that we would certainly take 
that under consideration and take every advantage of the experience of 
the other services. 

Senator SmaTHers. When you have an opportunity to make a 
speech you feel as though you believe in this program? 

General WrsTPHALINGER. We do. 

Senator SMATHERS. So they too would know. 

Mr. Askxins. Mr. Chairman, while this was in the preliminary 
stages—and I think we should have it in the record—the Army - 
some steps in talking with Army prime contractors in behalf of 
proposed subcontracting policy, to get their reaction, and see if we 
could get it on a workable basis with management, and we have done 
that before it was issued. 

Senator SMarHeErRsS. On that particular point, do vou have any 
information—I did not see it in your charts yesterday—showing 
how much of the business which you now have with prime contractors 
is subcontracted? 

Mr. Asxins. No, sir. I submitted in the presentation yesterday, 
a statistical summary, but I did not go into the detailed figures—I 
gave you for the record a set of figures on fiscal year 1955 and that 
reveals, on the next to the last page, that we took figures from Senate 
Report 206 which was a survey made by the Senate committee in 
1953 and picked out only those companies that we do business with 
in the Army, where you show 24.3 percent on that survey being sub- 
contracted to small business on entire subcontracting, which taking 
out all the companies we do business with, it was 19 percent of what 
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they actually receive in prime contracts, 19 percent of the prime 
contracts to large business was subcontracted to small business or if 
you wanted to add it to our percentage of what we are giving to small 
business we only added 12.7 percent. 

Senator SmatHers. You think there is room for improvement in 
that, insofar as small business is concerned? 

Mr. Askrns. Our only personal survey 1 year before; that where 
we took through 7 technical services and took 4 prime contracts from 
each technical service (they were spot checks) it was only a cross 
section to see what we were doing in first-tier subcontracting; the 12.7 
percent used this year was 19 percent last year. 

Senator SmatHers. Let me ask you this question: Would it not be 
practical and also informative, whenever you do let a prime contract, 
to gather information on how much of each contract is sublet to small 
business, just to keep a running account of that. Would that require 
any great effort? 

Mr. Asxins. We have approached that on several occasions. | 
would like to say this: If we had a law that said that we would do 
this very thing and the appropriations could go with it, we would be 
more than happy to do it. When we approach a prime contractor, 
he says, “‘We will be glad todo this. We estimate it will take 50 people 
to get the information you want. We will be glad to submit it to you, 
but we will add the cost to administer it, to the price of the contract.” 

Mr. Forsytue. Is that the answer that the Air Force and Navy get 
on their surveys? 

Mr. ASKINs. ei sir; but if you do it on a contract basis, you will 
get that answer 

Senator SMaTHERS. These special small-business specialists which 
you have, what do they do? Aren’t they in a position whenever a 
prime contract is let, to say, ‘All right, we are letting a contract here 
for $2 million or give a figure of $5 million, how much of this are you 
subcontracting and to whom?” 

Mr. Askrns. We know that, sir, at the time the contract is placed. 
When the DD-350 is filed there is a stated percentage that he (the 
prime contractor), estimates that he will subcontract. We find that 
that is not very consistent. If the prime contractor thinks it will 
have some bearing on the contract, he may say 40 percent, but by a 
change of economic trends and cutback of procurement, and not 
being as many contracts available, he might decide to keep 20 per- 
cent of the estimated 40 percent in his plant when he gets into 
production. 

Senator SMatuers. I can understand what you are saying about 
the estimate. But these men that you have working for you as 
small-business specialists, numbering about 300 altogether? 

Mr. Askins. Yes, sir. 

Senator SMatHERsS. Don’t they have time to find out in their par- 
ticular area how much of the contracts, prime contracts, which are 
let actually go to small business without any great strain on their 
time or on their capacities? 

Mr. Asxins. Well, it would entail the same records to be kept if 
we had them report to us directly. 

If the small-business specialists walk in, they still have to compile 
the information. We have never attempted it on that basis since 
[ have been with the Army. 
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Senator SMATHERS. What you are saying is that there is no actual 
way to really know how much goes to small business. 

Mr. Askins. With the exception, that if the law permitted us to, 
we would require that they would report it. 

Senator SMarHeRS. You are talking about the law permitting you 
to, but under present conditions there is no way for you to ever know? 

Mr. Askins. No, sur. That is why we have the new piece of paper 
(DOD Directive 4100.20, dated April 19, 1955) to urge them to coop- 
erate. The 14 prime-contractor companies I have talked to on a volun- 
tary basis once a year or semiannually, will do an outstanding job for 
us by furnishing the information. 

Senator SMATHERS. So you believe by virtue of this directive that 
you are putting out or this letter you are putting out, that you may be 
able to get this information. 

What everybody is opposed to is that every time we try to get some 
information, it is understandable, fellows say, I will build myself a 
big staff and they want to hire another 50 people. 

I appreciate the energy with which 300 small-business specialists 
are putting out from early morning to late at night trying to get more 
business for smal] business, but it seems to me that probably they 
would have time to find out in their areas how much Government 
business is Army business and how much of it goes to small business 
without any undue strain on them. 

Am I wrong about that? 

Mr. Askrns. Yes, sir. I think that that could be done. I don’t 
know how conclusive it will be. It will bespotty. You mean on every 
contract? 

Senator SMaTHerRs. We are talking about prime contracts now. 

Mr. Forsytue. Contracts over a million dollars. 

Mr. Askrns. I don’t think that would be too much of a strain. If 
you spread them across the United States, there won’t be too many in 
any one area. 

Senator SMatuers. That is what it seems to me. 

Mr. Askrins. What is management going to say to us when the 
small-business specialist says: “‘I’d like to work out a system so you 
can give us the information?’ Are we going to have to pay for it in 
the future? I don’t know that we will. We hope that the piece of 
paper that was worked out 

Senator SMATHERS. You mean if I were a contractor building some- 
thing for the Army and I was going to sublet part of it out and one 
of the Army representatives came to me and said, “‘I’d like to know 
how many'subcontracts that you have here,’’ do you mean I am 
going to say, “I will charge you for that information.” 

Mr. Asxrns. I don’t say that. There will have to be a system set 
up to give us such information. 

Senator SMatTHErs. That is a matter for them to set it up. 

I don’t believe management is in a position to complain about the 
Government asking them for information relating to a Government 
contract. 

Mr. Asxkins. I don’t either. I don’t want to say that that contract 
already in existence, that they would confront you with a charge for 
the information. But knowing they will be asked to furnish the 
information, the next time they bid, they will take care of it, the 
administrative overhead and add 
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Senator SMaTuHeErs. Is that a great problem for a man to figure out? 
He has to do it in his own business when he reports his income tax 
and everything else. His own accountants have to keep that infor- 
mation, don’t they? 

Mr. Asxins. Yes, sir. 

Senator Smatuers. All right. Does it run up any of his costs to 
give that same information to the Army? 

Mr. Asxins. I don’t believe it would, if we keep it simple. 

Senator SMarHers. We are talking about prime contracts over a 
million dollars in your directive. Testimony was brought out last 
year and this year that a good share of those large contracts are nego- 
tiated. Let’s take the area of negotiation. 

If you have two companies coming in to negotiate with you and 
the price is approximately the same, “but you are working out other 
areas, one says, I won't keep any records on the amount of business 
I will subcontract and the other says, I will. You have somewhat of a 
power there that you can demand that they give you needed informa- 
tion, do you not? 

Mr. Askins. General Westphalinger would be more qualified to 
answer that, being Chief of the Procurement Division. 

General WrstPpHALINGER. | would like to say that while the un- 
verified number of 300 small-business specialists was stated, a large 
number of those are at post camps, and stations dealing exclusively 
with small business through local purchases. 

When we get to the procurement offices where the big volume of 
business is, I think the figure is more nearly 100 to 120, or of that order. 

For the small business we have only one small-business specialist 
at each place. To do everything he is supposed to do as outlined by 
Mr. Askins yesterday in his presentation, and also go around to the 
various plants, is an enormous undertaking. Travel alone, from one 
place to another is an important consideration. This country can 
be big. That would take up a lot of his time not in actually doing 
the work but in just moving from one plant to the other. 

I think this directive will give us the information you are seeking 
and we hope we can get what you want by implementing this directive. 

Senator SmatuErs. Of course, what we are primarily interested in 
is getting more for small business. When we get off on how much 
does it really get and a record as to how much it is getting is where we 
sort of get off the track a little bit. 

General WrstTPHALINGER. The best record on that is the dollar 
volume that goes to small business. 

Senator SmatTHERS. That is what we are trying to get here. I am 
trying to find out how we can get it and Mr. Askins, as I gathered it, 
was a little bit vague in how we can get it. He said we can get it spot 
checked. So we are trying to figure out whether it is practical to get 
that information. It may be that it is not. It seems to me— 

General WEsTPHALINGER. When this directive is fully developed 
and implemented, I think we will get the desired information. 

Senator SMatHEeRS. We won’t labor that too much. You see what 
we want. It may be that here in our committee we ought to do it. 
I think it would be simple—I have had no experience in this matter of 
letting Government contracts. 

General WEsTPHALINGER. Senator, I would like to throw out one 
caveat on this directive. This is not the panacea for all the evils in 
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this field. It will give some improvement. It will give an improve- 
ment in subcontracting of the amount of the differential between the 
present level and the optimum that we will achieve as a result of this 
directive. There will be certain time lags involved in getting this 
implemented and in future contracts. I just want to state that this 
is not going to make the figure skyrocket overnight. 

Senator SMaTHERs. I think we appreciate that. The only thing 
that we want is just a sincere effort, which I am sure we are going to 
get on your part. 

General WesTPHALINGER. That we will do. 

Mr. Forsytue. Can you use this directive and what you are trying 
to get at in the process of negotiations with these firms? 

Beancirel WeEsTPHALINGER. I see no reason why we can’t do it. 

Mr. Forsytue. In other words, it is the subject of subcontracting. 

General WestpHALINGER. Mr. Higgins caiiaindd yesterday how 
he sat down and negotiated with one of our contractors on the NIKE 
contract. 

Mr. Forsyrut. That was a good example and can be done with 
success if the will is there. 

General WEsTPHALINGER. Certainly it is our policy not to authorize 
any more machine tools out than is absolutely necessary. That 
probably will provide the greatest incentive to subcontracting. 

Senator SMaTHERS. We continue to have cases brought to our 
attention where unrealistic delivery schedules preclude small-business 
firms from participating on certain contracts. 

In Department of Defense Instruction 4100.10 and also in your 
Small-Business Policy and Procedure Change—6, you stress the 
importance of realistic delivery schedules. The first question is 
what specific authority does the small-business specialist have in 
trying to effect a solution to this problem? 

‘Do either one of you gentlemen want to start answering that? 

Mr. Asxins. We have had a number of cases, Senator Smathers, 
that have been brought to our attention, where we had unrealistic 
delivery schedules. I asked the small-business specialists and the 
procurement people to look over those cases that have been brought 
to our attention in the past year and to prepare a statement for the 
committee. 

General WrEsTPHALINGER. Senator, we have had cases where there 
have been unrealistic deliveries. There is no question about it. 
Those stem largely from overseas requisitions. We think we have 
taken action to correct unrealistic delivery requirements by directing 
the overseas theater commanders to carefully screen their requisitions 
to make sure that the deliveries are realistic. 

These requisitions come in through the overseas supply agencies at 
the ports of embarkation. 

We have now directed that the overseas supply agencies at the 
ports of embarkation screen these requisitions and make sure that 
delivery schedules are realistic. 

In addition to that the technical services*required to fill these 
requisitions, have also been instructed to screen these requisitions to 
assure realistic delivery schedules. I think we have _all the loopholes 


plugged. 
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As Mr. Higgins said yesterday, we are trying to do a good job 
There are human frailties. We may have othe: anaes. I hope 
not. We are trying to minimize them. 

Senator SMaTHERS. The second question. Are you or any of your 
small-business specialists in a position to review the Propose “d delivery 
schedule on procurement actions before they go out? You have been 
talking about that and have probably answered that. 

General WEsTPHALINGER. The small-business specialists, of each of 
the large procurement offices see all of these procurement requests. 

Senator SmaTuHers. And he is in a position now—lI think I gathered 
from what you said—to make realistic delivery dates on those pro- 
curement requests, barring some of emergency nature? 

General WEsTPHALINGER. Certainly he has a chance to question 
them and have his technical service go back to the theater and see if 
this is really needed. 

Senator SmatHers. And he is alerted to the fact that that is what 
he is supposed to do, because when there is an unrealistic delivery date 
small business can’t participate. 

General WESTPHALINGER. Yes, sir. 

Mr. ForsytHe. What is the procedure involved where the small- 
business specialist would catch what they might think is an unrealistic 
delivery schedule? 

Mr. Askins. They go to the chief contracting officer. Rather than 
letting procurements get into the stage where they are ready to be 
sent out to a complete bidders’ list in the form of an invitation for bid 
or a request for proposal, we have our small-business specialists screen 
proposed procurement in the procurement directive stages; that gives 
them an opportunity to see whether they want to request a set -aside 
for small business; if there is an SBA representative there they con- 
sider a joint determination. 

At the same time the small-business specialist sees the full factors 
involved with regard to delivery schedule and all. He sees it in the 
formative stage rather than the final stage. When it gets into the 
final stage, there is no chance for a set-aside and you have to do that 
work over and you get a delay in procurement. 

Senator SmaTHERs. Is that what you are doing now? 

Mr. Asxrns. Yes. 

Senator SmatuEeRs. Now, we go to another subject—inadequate 
specification and the use of “or equal” specifications. 

The first question is, has there been any concerted action during the 
past year to alleviate the problems of inadequate specifications and 
the use of ‘‘or equal’ specifications? 

General WesTPHALINGER. I should like to call on Mr. DeAtley 
from my office. 

Mr. DreAttery. My name is E. F. DeAtley, Assistant Chief, Stand- 
ards Branch, Procurement Division. 

Senator SMATHERS. The question is has there been any concerted 
action during the past year to alleviate the proble m of inadequate 
specifications or the use of “or equal’’ specifications? 
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STATEMENT OF E. F. DeATLEY, ASSISTANT CHIEF, STANDARDS 
BRANCH, PROCUREMENT DIVISION, OFFICE OF DEPUTY CHIEF 
OF STAFF FOR LOGISTICS, DEPARTMENT OF THE ARMY 


Mr. DeAt.tey. Yes, sir. 

Senator SMaTrHEerRs. What has been done? 

Mr. DreAr.iey. The Department of Defense has directed that all 
departmental specifications, that is specifications in the United States 
Army, United States Navy, or United States Air Force series be 
converted to either military specifications or Federal specifications 
and we have been given until the first of July of this year to accomplish 
that. 

Within the Army we have converted all of our specifications except 
five, as of this date. Those will probably be converted in the next 

30 days. 

In the process of converting these specifications, they must be 
drafted into the military and Federal form. It affords a good oppor- 
tunity to screen each specification and take out of them anything that 
makes them misleading or unusable. 

During this redrafting we passed the specifications to interested 
sections of industry for their comments and thereby tried to get their 
reaction as to the usability of the specification. 

We encourage vendors and others to report any instance wherein a 
specification is inadequate. And even after it has been put into the 
military or Federal series, if it is found unusable, to report such facts 
and when that information is received, we make ever y effort to correct 
the specifications as quickly as possible. 

On the ‘or equal’”’ phase of the question a prepared statement is 
here which I would like to read. 

Current Army policy provides as follows: 

When the product cannot be adequately described because of its technically 
involved construction or composition, the name of one, or preferably more, com- 
mercial products may be used, followed by the words “or equal’ so as not to 
limit competition to the particular make or makes specified. 

Reference to a particular manufacturer’s brand name and number 
is intended to be descriptive, but not restrictive. The reference is 
solely for the purpose of indicating to prospective bidders the require- 
ments that must be met. 

Army procurement procedures (APP) recognize that the phrase 
“or equal” is to be used only in exceptional cases. The APP requires 
that special precaution be exercised to prevent the phrase ‘‘or equal” 
being used as a basis for procuring proprietary products under the 
guise of competitive bidding procedures, to the exclusion of other 
similar products at least of equal quality and performance that meet 
the actual need. 

The use of the phrase “or equal’ is not intended as a device to 
substantiate a determination that no other product is equal in quality 
and performance to the product or products specifically listed. In 
instances where a proper determination has been made that one, 
and only one, supplier can furnish the required item or items, procure- 
ment should be accomplished by negotiation rather than on the basis 
of competitive bidding. 

In case any low bidder is rejected when offering products “as 
equal” to the specific product or products listed in an invitation for 
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bid or request for proposals, determination of the equality will be 
based on factual data. 

The “or equal”? method of procure me nt is used for such items as 
body parts, brackets, accessories, and other items of nonfunctional 
nature, when Ordnance Corps does not have drawings or other data 
on which to base a request for invitation to bid 

We have also used the ‘‘or equal” as a means for shortening specific 
tions in certain circumstances. 

For example, as [ recall, we recently prepared a specification 
I should say several years ago—on hospital cars, and it was required 
that hospital cars should carry a small refrigerator in which we could 
put the serums and medicines. Rather than writing out complete 
description of the type of refrigerator we wished, we indicated that 
we would take certain manufacturers’ models or equal and we listed, 
I think, three or four of standard make refrigerators 

That saves us a great deal of time. We do not have to then spell 
out all these common commercial items. 


Mr. Forsyrue. One thing on “or equal,’ I know the Army 
recognizes the problem involved and I do want to get on the record 
some kind of astatement that the Army is trving to keep at an absolute 


minimum use of “for equal” specifications, is that correct .? 

Mr. DeArtey. Yes; that is correct. 

Mr. ForsytHe. On inadequate specifications, and also drawings 
I will not read the whole statement. 1 will give it to the reporter. 

I will send it to the Army and find out what they can do with 
The statement comes from H. Lawrence Mills, president of Melco 
Products, Inc., Minneapolis, Minn., manufacturers of transformers 
and electronic equipment. 

They have done considerable work for Medical Corps during the 
past years, and they have been trying to bid on three particular 
contracts in the past. 

They were unsuccessful. Their complaint is that on both contracts 
that they were trying to bid on there is a notation on the form sent 
out—and we have these here—that drawings are not available and 
then they say that the desired transformer shall be a Raytheon, part 
number so and so, and they specify the product they want. 

This company has been’ trying to bid on the contracts, and they 
have not been able to do so. He has written to the Army, and the 
Army has replied and he is not satisfied with the reply, and he states 
his reason, 

I thought this would be an opportune time for the Army to take 
a look at it. 

I will send the letter over, and you can go into it. 

General WestrHaLINGER. We have some witnesses here to discuss 
that. 

Senator SmatTuers. I don’t think we should discuss any particular 
case in this hearing. We are interested here in the general policy of 
protecting small business as such, not just one particular concern. 

So if your witnesses are in answer to this particular matter, let’s 
just let that become a part of a discussion between you and the 
small-business staff at some other aus not in this committee hearing. 

Mr. Asxins. In view of the fact that they are from out of the city 
and we have brought them here, if we are going to do that, can we 
do that fairly soon? 
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Senator SmarHers. Surely. 

Mr. Forsyrue. The reporter can make a notation of that and I 
will slip it in the original after it comes back and we can go over it 
tomorrow." 

Senator SmarHers. The purpose of this hearing is to discuss 
matters of interest to all small business, and I do not believe we 
should clutter up the record with one specific case. 

General WrsTPHALINGER. We are on the horns of a dilemma in 
this particular case and while he has presented some facts that look 
very bad, there are also some facts on our side. It is an extremely 
difficult problem to solve. 

Senator SMaTHERs. I am sure that is the case. Anybody who has 
been in any business very long appreciates there is always two sides 
to the coin. I know there probably is an answer but I think you are 
entitled to an explanation, to have an opportunity to make an explana- 
tion but I will say for the record that we won’t clutter up this record 
on the general purposes of procurement of small business with one 
specific case. 

The question of emergency procurement was raised yesterday. Do 
you know of any concerted action to review proposed procurements 
to eliminate time as a matter of essence? As a general proposition 
do you know of any action which you people have taken to eliminate 
this matter where they put in time as of the essence, thereby directing 
of course in effect that it go to a particular concern which might be 
already making a particular item? 

General WESTPHALINGER. May I ask Colonel Cone? 

Senator SMATHERs. Yes. 


STATEMENT OF COL. JOHN M. CONE, CHIEF, PURCHASES BRANCH, 
PROCUREMENT DIVISION, OFFICE OF DEPUTY CHIEF OF STAFF 
FOR LOGISTICS, DEPARTMENT OF THE ARMY 


Colonel Cone. Mr. Chairman, to answer that question, first it 
must be realized that the problem goes back for many years. ‘Time 
being of the essence,’’ is a part of any procurement where time is part. 
and parcel of a larger problem. When we buy a complete end item 
in the form of components, the delivery of those components will 
determine the availability of the end item itself. ‘Time is of the 
essence” can only be used where we are prepared to justify the need 
and importance of time with respect to any procurement. It goes 
into the question that General Westphalinger handled on the delivery- 
time requests received from overseas theaters. Another part is the 
time available for bidding or the time available for submission of 
proposals by contractors. 

All elements of time in the procurement cycle mesh together. It is 
a problem that is not recent. It goes back as long as we have had 
procurement. 

Contracting personnel are extremely interested in this, not from the 
viewpoint of establishing those time limits but checking on them, 
because time influences the ability to properly procure and the prices 
that will have to be paid in most cases. 

We are intensely aware of it. 





4 Retained in committee files. 
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Senator SMATHERS. And you are doing all that you can to eliminate 
wherever it is practical so to do? 

Colonel Cone. That is correct, sir. 

Senator SmaTHeErs. I think that is all right. 

Do you know of any concerted action to cut down on the practice 
of committing funds toward the end of the fiscal year? I think 
Secretary Higgins discussed that somewhat yesterday and I 
thought— 

General WESTPHALINGER. Colonel Cone. 

Senator SmatHers. Colonel Cone. 

Colonel Cone. With respect to year-end buying practices, we have 
had criticism, both properly and improperly, for a number of vears. 
The criticism applies primarily to those funds which are available only 
for 1 fiscal vear for obligation. 

For the past several years the appropriation act has had a limitation 
on the amount of those 1-year funds that could be obligated in May 
and June of each fiscal year. The proportion is 20 percent at the 
present time. 

If we had no time controls on the procurement cycle or the procure- 
ment operation, we would have no problem on year-end buying 
practices. 

However, since the budget is very infrequently passed at the first 
of the fiscal year, there is usually a lag in the passage of the budget. 
The requirements and the material program then must be adjusted to 
what the budget will actually permit us to accomplish. That repro- 
graming time is in addition to the late passage of the budget. 
Throughout the year, there are further adjustments in the program 
based on logistics plans, the redistribution of troops, obsolescence of 
equipment, and many other factors. 

Then we have our procurement time, the actual preparation of the 
invitations for bid, the solicitation of the proposals, the evaluation 
and the careful preaward operations that must go into effect. So that 
although we attempt to even out our procurement workload and 
consequently the obligation of funds throughout the year, we still 
have a lag beginning at the first of the fiscal year. 

Placement of contracts in the last 2 months of the fiscal year catch 
up, of course, on much of the preliminary work that has been done on 
those contracts in preceding months. 

We do not begin procurement in June. We end procurement in 
June. That is the culmination of many procurement actions, some 
of which are extremely complicated and have been in process of 
negotiation for months. 

From time to time we have been criticized for rush obligation— 
we feel improperly so in some instances. In one instance we were 
given a supplemental appropriation on the 3lst of May. The funds 
expired on the 30th of June and we were criticized for placing the 
contracts in the month of June. 

We are aware of the problem. We have the appropriation limita- 
tion of 20 percent. We have taken several specific steps to equalize 
the procurement workload and obligation throughout the fiscal year. 

Senator Smatuers. You will recall, I think, Mr. Askins showed us 
the chart. 

General WestTPpHALINGER. Mr. Askins. 
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Senator Smaruers. I think it was your chart, but Secretary Higgins 
was explaining it. 

General WresTPHALINGER. That is correct. 

Senator Smaruers. I believe it showed that you were trying to 
eliminate this problem and the fact that you people are aware of it 
is the most we can expect at this time. 

General WesrpHaLincerR. Mr. Senator, may I add to this state- 
ment? I think we have made certain management improvements in 
the Army in connection with our budget planning, and planning of 
programs which will let us get a flying start on the new fiscal year. 
With this we will be able to accomplish a more even division through- 
out the vear. 

Mr. Forsyrue. You don’t find the practice any more in your 
department of committing funds on blank contracts at the end of 
the year. General Accounting Office has been on that for years. 

General WrsrpHaLInGer. I have been on this job for only 3 
months and cannot speak from past experience on this matter. 

Mr. Forsyte. That is one that they are properly criticized for. 

Colonel Conr. | concede that that is wrong. 

Senator SmarHeErRs. You don’t do that any more. 

Colonel Conz. I have heard of no indications of that in 3 years. 

Senator SmMarHers. Mr. Pike brought to the attention of the 
committee yesterday the term ‘suitable for small business” is no 
longer in existence and that a new uniform system of reporting is now 
in effect. Is there somebody here who can explain to the committee 
how this new system works. 

General WestPHALINGER. We have Mr. Hamlin here from Mr. 
Pike’s office. 


Senator SmarHers. Mr. Hamlin will you identify yourself for the 
record? 


TESTIMONY OF JOHN HAMLIN, SMALL-BUSINESS ADVISER TO 
ASSISTANT SECRETARY OF DEFENSE (SUPPLY AND LOGISTICS), 
DEPARTMENT OF DEFENSE 


Mr. Hamu. I am John Hamlin, small-business adviser in the 
Office of Assistant Secretary of Defense, Supply and Logistics. 

Senator Smaruers. All right, sir. 

Mr. Hamrin. We have developed a new reporting form, DD-350 
which provides for reports of information on individual procurement 
actions. One of the sections of this form reports small-business pro- 
curement information. It is in this form in the past which has carried 
the term “suitable for small business,’’ which your committee, your 
predecessor committee, has objected to. We have now developed a 
new DD-350. It is not actually in use now but we expect that it 
will be finally approved soon and will be in use for reporting during 
this coming fiscal year and in this new form the term ‘‘suitable’”’ has 
been eliminated entirely from the form. 

The concept of suitability of item will be replaced by the term ‘“‘no 
small-business sources known.”’ In other words if there are no known 
small-business sources, then an item so far as we know is not one that 
can be obtained from small business. 
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The form which, by the way I have supplied copies to your com- 
mittee yesterday,” the form will also provide for supplying other 
information about the procurement which will make it possible to 
determine whether or not this particular procurement could have been 
obtained from small business and in other cases where the procure- 
ment could have been obtained but was not obtained, the form will 
report the reasons why it was not actually obtained. 

Senator SMaTHerRS. Have you started to use this form yet? 

Mr. Hamuin. No, sir. 

Senator Smatuers. Is it your opinion that this form will be more 
productive to small business? 

Mr. Hamurn. No, sir; this form is an after-the-fact statistical 
reporting form. 

Senator SMATHERS. I see. 

Mr. Haury. It will be useful to us in that it will give us better 
statistics than we have had formerly. Its improvements are elimina- 
tion of this ambiguous term ‘‘suitability,” elimination of a different 
criteria among the services as to what is considered within the small- 
business potential and also in that there it will give us best information 
about why a particular contract was not awarded to a small-business 
firm in those cases where the item was within the small-business 
potential, 

Senator SMarHERS. And you say that this was done primarily a 
the instigation of this committee last year? 

Mr. Hamun. That is correct. This committee expressed its dis- 
satisfaction with this term and also with the criteria that were used 
in connection with the term. 

As a result of this, I met with the small-business representatives of 
the military departments and over a period of time we consulted on 
how best we might reach a solution of this problem. We also, of 
course, had the Small Business Administration representative sitting 
in on these meetings. Together we arrived at what we thought was 
an adequate solution and one which was administrative ly practical. 

That is the result of this work over a period of some 6 months and 
we believe it will receive final action by the Assistant Secretary of 
Defense in the very near future and will be in operation, as I say, at 
least by the end of this fiscal year. 

Senator SMatuers. All right, sir. I thank you. 

Mr. Forsyrue. I think, Mr. Chairman, to speed up the hearing 
this morning, I would like to follow this course. 

I have some questions on the subject of joint determination. Time 
is fleeting by so I will ask a couple of general questions. 

Just a few. No. 1: Do you think that there is a healthy working 
relationship today on the joint-determining program between the 
Army and the Small Business Administration? 

Mr. Asxins. Yes, I do. I say that for this reason: I have seen the 
development over the time I have been with the Army, since January 
3, 1953, when relations were strained. It was a case of a law given to 
an outside agency to tell us how to run our business. But the final 
interpretation and cease of clash of personalities have brought this 
into a good working relationship. 





18 See appendix 2, p. 275. 
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The recent development of putting a small-business liaison man 
working at the Department of Defense level and knowing our daily 
problems has helped us a great deal. 

For the Procurement Division I have had to go to the field on iso- 
lated cases; a condition existed where “I don’t like the way you part 
your hair,” and “you don’t like our suit,’’ we have said, “‘let’s get 
personalities out of it.” I believe that this thing is working and there 
is a job being done for small business, not a paper shuffling deal but a 
chance for two people to go before the contracting officers and plead 
their case. 

General WrestPpHALINGER. I have been making some trips with 
Mr. Pike, the Assistant Secretary of Defense for Supply and Logistics 
to procurement offices throughout the country and we have found 
that the relationship between the procuring officers and the Small 
Business Administration representatives in every case so far, has been 
very, very fine. 

Senator SmaTHERS. Good. 

Mr. Forsytue. I would like to clear up one matter for the record, 
that is that the committee has been disturbed in the past that there 
has not been an enthusiastic support for the joint determination 
program from within the military. 

We see trends now that seem to indicate there is a reversal of that 
attitude and that is what we want to get on the record that the 
military does believe that the system can work and the committee 
wants it to work better than it is now. 

General WresTPHALINGER. I might say, Mr. Chairman, that I 
attended the Ordnance Corps meeting for small-business specialists 
3 weeks ago and the Chief of the Industrial Division, General Medaris, 
made a stirring talk to the small-business specialists. I think he 
indicated his policy was everything you could possibly wish for and I 
subscribe to everything he said. 

Mr. Forsytue. Mr. Askins made a reference that prompts this. 
He said a law was passed and we had to accept it. I think it should 
be made clear that the military and the Senate Committee on Small 
Business—and I think the Small Business Administration—all had a 
common goal that we are trying to work for here. Our relationship 
has been excellent over the course of the years. I am just wondering 
if there is a resentment when Congress does pass a law and writes in 
a feature such as joint determination, that we are infringing on the 
property or right or domain—where we should not be. 

Mr. Askrns. I think I should make clear for the record what I 
really said. If I did not, I intended it to be said. That when I came 
here in the beginning from industry, that there was resentment at the 
very outset, in the thing, in the Telford Taylor days."® Now after all, 
we had certain responsibilities and the law gave certain responsibilities 
to SBA. Now that we are able to see what we are working for in our 
area and SBA in their area, both of us in many overlapping areas, we 
are now understanding each other better. It takes time. You can’t 
live in Latin America and understand the people there without first 
finding out what their way of life is. This is true here. 





16 Telford Taylor was Administrator of the Small Defense Plants Administration from October 19, 1951, to 
September 15, 1952. 
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Mr. Forsytue. We can expect then improvement next Vear as to 
this? 

Mr. Askins. There is improvement day by day. 

Mr. Forsyrue. And everybody you know of is giving support to 
that problem and that program? 

Mr. ASkINs. Yes. 

Senator SmMaTHeRsS. You have no resentment of any law that Con- 

gress has passed in regard to this small-business field? 

Mr. Askins: No; I wish you would pass more. 

Senator SMATHERS. Your attitude of helping small business to get 
its fair share of Government business 

Mr. Askins. We are shooting for the same thing. 

Senator SMATHERS. You recognize as we all do the necessity for it in 
the interest of our own economy. 

Mr. Askins. Yes. 

Mr. Forsyrue. On certificates of competency, the law says they 
are to be conclusive when SBA issues a certificate of competency at 
the request of a small-business man bidding on a contract. Is it 
your understanding that Change-6 implements the law in that 
direction? I notice certain cases where the military could refuse to 
honor a aon of competency. 

Mr. Askins. That was not the intent. I am acquainted with it 
and how it is worded. We feel—maybe we are wrong since Mr. 
Higgins has expressed the thought that the contracting officer is his 
personal representative in the field—we had that come up on a case 
recently. When that piece of paper was written and the intent of 
that policy was: If there happened to be a penalty clause or there were 
facts that were not looked into, we give them—by delaying the deci- 
sion of evaluation for a few days—the right to appeal, to bring it up 
to the topside of the Army, to take it up with the topside of the Small 
Business Administration. If they still want the certificate to apply, 
we feel we have evaluated it as best we can, and we accept the law as 
conclusive. 

Mr. Forsytue. Fine. That is all T have. We will hear the Navy 
next. 

Senator SmatHers. That is fine. That concludes the Army’s 
presentation. I think you gentlemen have made a splendid presenta- 
tion. I do hope that this presentation is also backed up by the facts 
in the sense that small business actually will be participating as well 
as you have demonstrated through your figures and your percentages. 
I don’t mean to be cynical and T am not, but you have made a fine 
presentation. It is just like writing an introduction to a wonderful 
book. We have a swell introduction. We want to be certain that 
we follow through with it. We want to be certain that small business 
does get its share of this Government business. 

I am personally very well pleased with the attitude that the Army 
has demonstrated and I cannot help but think it will redound to the 
benefits of small business and all of us. 

I thank you for the fine case you have presented. 

General WesteHaLincer. Thank you very much, Mr. Chairman. 

Senator SMaTHERS. First witness from the Navy will be the Honor- 
able Raymond H. Fogler, Assistant Secretary of the Navy for Material. 

Mr. Fogler, we are happy to have you here, sir. 
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STATEMENT OF HON. R. H. FOGLER, ASSISTANT SECRETARY OF 
THE NAVY (Material), ACCOMPANIED BY ADM. M. L. ROYAR, 
SUPPLY CORPS, UNITED STATES NAVY, CHIEF OF NAVAL 
MATERIAL; G. C. BANNERMAN, ASSISTANT DIRECTOR, PRO- 
CUREMENT DIVISION, OFFICE OF NAVAL MATERIAL; 
COMMANDER NEALE W. CURTIN, SUPPLY CORPS, UNITED 
STATES NAVY, CHIEF, OFFICE OF NAVY SMALL BUSINESS, 
PROCUREMENT DIVISION, OFFICE OF NAVAL MATERIAL; M. 
QUESTAL, ASSISTANT TO COMMANDER CURTIN; AND M. H. 
STEGER, ASSISTANT GENERAL COUNSEL 


Mr. Foeier. Mr. Chairman and gentlemen, if I may, I would like 
to introduce at the very beginning those associates of mine who are 
here with me. 

First is Vice Adm. M. L. Rovyar, who is the Chief of Naval Material. 

Commander Neale W. Curtin, who is head of the Small Business 
Industry Cooperation Branch in the Procurement Division of the 
Office of Naval Material. 

Mr. Merritt Steger, who is Assistant Counsel in the Office of the 
General Counsel of the Navy. 

Mr. Bannerman who is Assistant Director of Procurement Division, 
Office of Naval Material. 

Mr. Questal, who is assistant to Commander Curtin. 

I appreciate the opportunity to be here to testify again be fore the 
committee on the Navy’s small-business program. 

The Navy has aatiasee pursued a policy of encouraging maxi- 
mum participation of small-business concerns in our procurement, 
both as subcontractors and as prime contractors. This policy has 
proven extremely beneficial to the Navy as well as to its numerous 
small-business suppliers. 

Senator SMaTHERS. May I interrupt you, Mr. Secretary? Would 
you prefer to make your statement and then have us question you or 
have us question you as you proceed? 

Mr. Foeier. Just as you wish. 

Senator Smatuers. If something occurs to us, we might ask you 
about it. 

Mr. Foauer. One of the reasons I introduced my associates was 
that you might do that and I might need their help. 

By stimulating increased competition for Government procurements 
it has resulted in considerable savings for the Government. It has 
contributed to the development of a broad and strategically dispersed 
base of suppliers that can be relied upon to meet the exigencies of an 
all out mobilization effort. It has also been of significant importance 
in supporting the continued operation and growth of small-business 
concerns which constitute a vital segment of our national economy. 

All personnel concerned with procurement are charged with the 
responsibility for implementing the policy of the Congress, as set forth 
in the Armed Services Procurement Act of 1947, that a “fair propor- 
tion of the total purchases and contracts for supplies and services for 
the Government shall be placed with small-business concerns.”’ 
This must, of course, be a continuing effort and I have endeavored to 
maintain a close personal review of our policies in this area. I have 
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recently issued instructions directing the heads of all purchasing ac- 
tivities to reexamine their current procurement practices and the ac- 
tivities of all personnel concerned with procurement to again emphasize 
that small business must be afforded full consideration and an equit- 
able opportunity to compete for Navy contracts. 

We have in the Navy an effective small-business organization, t} 


ie 
sole function of which 1s to assure that small business is given every 
possible assistance in participating in Navy x _ proce re ment. This 
organization, which is headed up by Comdr. N. W. Curtin, Supply 


Corps, U nited States Navy, Chief of the Navy Office of Sinall Business, 
is staffed with 60 small-business specialists and 30 industry-coopera- 
tion officers. 

Senator SMATHERS. May I ask you: The small-business specialists, 
are those civilians or are those men in the Navy.? 

Commander Curtin. Mr. Chairman, | wish to advise that we have 
60 small-business specialists at this time: 7 are.on a full-time basis, 53 
are on a part-time basis; 16 of those are military and 44 are civilians. 

Senator SmarHers. Thank you. 

Excuse me, Mr. Secretary. Go right ahead. 

Mr. Focuer. These small-business personnel are located through- 
out the United States and are available locally to furnish “one-stop” 
counseling on Navy procurement to interested suppliers. I am per- 
sonally concerned with matters connected with the formulation and 
impact of procurement policies on small business as is the Chief of 

Naval Material, Vice Admiral Royar, who is responsible, under my 
direction, for the development and effectuation of policies regarding 
procurement, contracting, and production of material throughout 
the Naval Establishment. 

We have worked harmoniously and in a full spirit of cooperation 
with the Small Business Administration (SBA) and other agencies 
concerned with the assistance of small business. It has been particu- 
larly gratifying to note the sincere efforts made by Navy and SBA 
personnel, at all echelons, to resolve common problems and to develop 
jointly, procurement policies and procedures to aid small concerns. 
This ‘‘teamwork”’ has not only benefited the small-business community 
but has facilitated the procurement of required materials and services 
at the lowest cost to the Government. 

I would like to add this. It is the definite policy of the Navy, 
which we are endeavoring to follow up consistently, to cooperate 
with the Small Business Administration. From my own individual 
contacts I believe we are being actually helped by the Administration 
and I believe also that Administrator Barnes has approached his own 
aapniniilioe’ in the management of his personnel in a most construc- 
tive way. 

A Navy subcontract study, conducted during the period of October 
1, 1954, to January 31, 1955, has indicated an apparent decline in 
the percent of subcontract dollars placed by major Navy prime con- 
tractors with small business during fiscal year 1954. ‘This selective 
study covered prime contracts totaling $800 million. I am concerned 
with this decline in subcontracts plac ed with small-business concerns 
because such firms are not only needed by the Navy for the mainte- 
nance of a broad and strategically dispersed mobilization base, but 
are of major importance in a balanced national ec onomy. Therefore, 
I addressed personal letters to the presidents of 250 large companies 
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performing Navy work ‘(a copy of a sample letter is enclosed) recom- 
mending that each company, if it had not already done so, establish 
a program within their ‘companies to aid small business in obtaining 
subcontract work. I have already received 66 replies to my letters 
and am pleased to note the receptive attitude of industry toward my 
recommendations for increasing subcontract opportunities for small- 
business firms. 
(Letter referred to follows: ) 


Exuisit 2 


DEPARTMENT OF THE NAvy, 
OFFICE OF THE SECRETARY, 
Washington, March 11, 1954, 

Dear Mr. [Bianx]: During the Korean emergency your company played an 
important role as a Navy prime contractor in the partial mobilization of the Navy 
and supported the Navy’s policy for the maximum utilization of small-business 
firms as subcontractors. Tosenah this cooperation and support the Nation’s 
industria] mobilization base was expanded and an estimated 21 percent of the 
Navy’s prime contract dollars was placed with small business as first tier subcon- 
tractors. A Navy subcontract study conducted during fiscal year 1955 discloses 
that this estimated percentage of Navy prime contract dollars placed by major 
Navy prime contractors with small business at the first tier subcontract level has 
declined to 15 percent during fiscal year 1954. This decrease in subcontract dollars 
being placed with small-business firms causes the Navy great concern because they 
will be needed in the event of a future national emergency for the expansion of 
defense facilities. 

In view of the above, it is recommended that your company review its procure- 
ment and production policies at this time with the view of utilizing smali-business 
firms as suppliers. Similarly, you are urged to utilize available subcontract capac- 
ity to satisfy your current operating requirements, as opposed to expanding your 
own facilities and to refrain from recalling work heretofore subcontracted. Adop- 
tion of this suggestion will assist in providing for a partial dispersion of your overall 
operations and will thereby increase the Nation’s industrial security. 

To further encourage small business participation in the subcontract area, it is 
recommended that you establish a small-business program within your company. 
Such a step on your part would assure the Congress and small-business firms in 
general of your company’s wholehearted support of the Department of Defense 
subcontract policy. The establishment of this program will also increase the num- 
ber of planned suppliers available for mobilization planning for critical defense 
items. It would provide a central point of contact within your company for all 
small-business inquiries for your subcontract work. This program should include 
but not be limited to: 

(a) Designation of procurement and production personnel at the executive level 
as small-business liaison representatives. 

(6) Providing opportunity for qualified small-business firms to interview pro- 
curement and production personnel of your company in order to inquire about the 
technical aspects of your subcontract work. 

(c) Representation of qualified smail-business firms on your source list of sup- 
pliers for those items considered to be suitable for production by smal!-business 
firms. 

(d) Providing an opportunity for small business to compete for your sub- 
contracting work. 

(e) Providing upon request an estimate of the percentage of military prime 
contract dollars subcontracted to small business at the first tier subcontract level. 
In this latter connection the Department of Defense defines small-business firms 
as any business concern, which including its affiliates, employs in the aggregate 
fewer than 500 persons. 

To assist the Navy’s major prime contractors in carrying out the Navy’s policy 
for the maximum utilization of small business as subcontractors, the Chief of 
Naval Material has prepared and published the enclosed publication entitled 
‘Selling to Navy Prime Contractors,’’ which has been distributed to small-business 
firms seeking subcontract opportunities. This publication includes a listing of 
your company and its representatives and has proved to be most helpful to 
small-business firms. Selling to Navy Prime Contractors will be revised this 
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vear, accordingly vou are requested to advise me whether or not the listings of 
vour company and its representatives in this publication are correct 

' The Department of the Navy will appreciate receiving any comments which 
vou might like to make in regard to this plan for the maximum utilization of small 
business as subcontractors. I am hopeful that you will agree with me that the 
joint cooperation of industry and Government in this program will be very 
beneficial in the implementation of the long-range economic and industrial mobili 
zation plans of our country. I assure you that your support of the Navy's sub- 
contracting policy will materially assist in accomplishing this splendid objective. 

Sincerely yours, 
R. H. Focuer, 


Assistant Secretary of the Navy (Material). 


Mr. Focuer. If I may, I acknowledged one of those letters this 
morning. Possibly this does not need to go into the record, but this 
happens to be from Mr. Frank Folsom, a man with whom I was 
formerly associated, a man who is now president of the Radio Cor- 
poration of America. 

This is a copy of the advertisement placed not long ago. The title 
is “You Don’t Have To Be Big To Make This All-American Team.” 

The significant part of it this morning is that it reports that the 
Radio Corporation of America has a team of 7,500 suppliers from 43 
States and that 80 percent of those 7,500 suppliers are small com- 
panies, and it tells somewhat dramatically how some of these small 
suppliers became a part of the team, as the advertisement of Mr. 
Folsom says. 

Senator SMaTHErs. I think that is properly a part of the record, 
and if there is no objection we will make it a part of the record. 

(Reprint of the advertisement referred to follows:) 


EXHIBIT 3 
You Don’t Have To Bre Bic To Make Tuis ALL-AMERICAN TEAM 


In all the talk about all-American players, have you ever heard of Al J. Gursey, 
of California, or E, J. Skramstad, of Minnesota, or Isidore Finkel, of Brooklyn? 

You may not know them, but they are members of an all-American team; a 
team which is producing the weapons of defense to keep us strong and safe, elec- 
tronic instruments for our Nation’s industries, and the civilian goods which give 
us the highest living standard of any people in the world’s history. 

This team is truly all-American. You will find its members in every section of 
the country, for no one section has a corner on production facilities, skilled manage- 
ment and skilled workmen needed to do a job. 

At RCA for example, we rely on a team of 7,500 suppliers from 43 States. 

Like other all-American teams, this one is hard to make. But anyone can try 
out for it, and if you have ability and perseverance you can make the grade. 

You don’t have to be a big fellow to qualify for this team, for skill and ingenuity 
are not dependent upon size. 

In many cases small companies because of their skilled performance and spe- 
cialized knowledge are ideally equipped to do an outstanding job. That’s why 
it’s just plain good sense to have them on our team. 

Today nearly 80 percent of our 7,500 suppliers are small companies, like those 
headed by Messrs. Gursey, Skramstad, and Finkel. 


HERE’S HOW THESE SMALL BUSINESSES MADE THE TEAM 


Mr. Skramstad wrote us a letter. As president of the Federal Tool & Manu- 
facturing Co., of Minneapolis, with some 85 employees, he wrote to our Detroit 
plant describing his operations and soliciting business. After studying their 
quality and price we gave them some orders. Two years later they are still with 
us, supplying parts for several different Government contracts and for a Cinema- 
Scope conversion kit and we have never had to reject a single one of their products. 

Mr. Gursey was recommended by another RCA supplier. “Whenever a crash 
program presents itself,’’ our Los Angeles plant writes, ‘‘we have been fortunate in 
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meeting most of our Ceadlines due to the around-the-clock efforts of the Perfecto 
Products Co.” Here’s a company with 20 employees that has been providing 
us with superspeed service ever since they received their first order in October of 
1952 for sheet-metal parts and assemblies for use in aviation electronic equipment. 

The Army recommended Mr. Finkel. The J. F. D. Manufacturing Co., of 
Brooklyn, joined the RCA all-American team in 1950 when recommended to us by 
the field engineer group at Fort Monmouth, N.J. At the time RCA was in urgent 
need of a vital part used in the lightweight walkie-talkie in use in Korea. Isidore 
Finkel, of J. F. D., called on us, took specifications, tooled up for production and 
produced the piece to meet the emergency; and we’ve been working together ever 
since. 

Mr. Friedman came to see us. As president of the Bogart Manufacturing Corp. 
in Brooklyn, the late Joseph Friedman called on our buyers over 3 years ago. 
The Bogart Co. at that time employed only 50 people, but they were able to 
design and make a switch for use in radar assemblies—a switch we desperately 
needed because one of our other suppliers was flooded with orders. We gave 
Bogart an immediate order. Today, their president, Felix Friedman, often jumps 
into his ear and drives 200 miles to help us with production and engineering 
problems. 

We went looking for Mr. Rauber. After an extensive search, our buyers were 
able to locate another member of the team when we were in urgent need of noise 
shields to expedite the shipment of the interphone to the Air Force. The Latex 
Products Co., of Hawthorne, N.J., with 30 employees, headed by Walter Rauber, 
agreed to take on the job and solve a serious problem. They have continued to 
work on other critical situations and have always been considered a valuable 
team member 

These examples are typical of the way in which thousands of small-business 
firms have been recruited for the RCA team. 


ANYBODY CAN TRY OUT FOR THE TEAM 


There’s a limit, of course, to the number of positions available on any team, and 
there are thousands of candidates with both experience and ability for every 
position. No one company can use all of them, or even most of them. 

But the businessman, no matter how small or how large, who can help the team 
do a better job, is welcome at any RCA plant. 

We sit down with him and try to find out about his facilities and skills; and we 
tell him about our needs. If it looks like we can work together, we put him on 
the squad. 

This, of course, does not mean that he gets in the game right away. Since our 
current needs are being met by a group of veteran suppliers, months may pass 
before we are able to place business with him. 

But once on the team, we want him to stay there. Many of our suppliers 
have been with us for more than a quarter century. 

Many of the complex and most expensive items we buy require extensive manu- 
facturing operations, and therefore can only be made by larger companies that 
have scientific research laboratories, engineering know-how and mass production 
facilities. 

Despite this fact, small companies get nearly 50 percent of all we spend with 
our suppliers. 

So, ‘‘Made in U.S. A.” stamped on all RCA products, means the teamwork of 
Americans—big and litthke—from coast to coast and from the gulf to Canada. It 
is this all-American team, consisting of millions of skilled workmen and thousands 
of skilled companies, that is the secret of our Nation’s industrial strength. 

Together, in peace and war, we serve America. 

FRANK M. Fotsom, 
President, Radio Corporation of America 


Mr. Foauer. Here are some of the other letters that came yesterday. 

Senator SmaTHers. That advertisement had already been pub- 
lished? 

Mr. Focuier. This was a public advertisement. 

Mr. Forsytue. The Subcommittee on Military Procurement of 
this committee in 1952 made a concentrated survey of subcontracting 
and the Radio Corporation of America was one of the corporations 
we visited personally and did find a very receptive attitude on the part 
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of the management of the Radio Corporation of America for this whole 
small-business program that is in effect. This is of the findings 
that we found in 1952. 

Mr. Foauier. I have two excerpts from other letters. These are 
letters that are favorable. There are others that are not favorable. 
Admiral Royar will mention some of those later. 

Subsidiary companies of Bethlehem Steel Corp., Bethlehem, Pa.: 

Of approximately 25,000 companies from whom we purchase to meet the needs 
of our steel plants, shipyards, mines, offices, and other divisions, it is estimated 
that 24,000 are ‘“‘small businesses’’—those employing less than 500 peopl 

That is a statement of their awards to small business on Navy 
contracts or on service contracts, that is on their entire business. 

A smaller company but one in the category of large business is 
Hycon Manufacturing Co., which has this comment to make: 

In line with your suggestion, we are immediately making a specific staff assign- 
ment, the mission of which will be to review procurement and production policies 
with the objective of utilizing additional small-business subcontracting in our 
Navy work and to establish within our own company a small-business subcon- 
tracting committee to review the activities of our procurement division in this 
regard. 

[ put that in because I think that is substantially significant because 
this is not a big company but it is out of range of what we normally 
classify as small business. 

Senator SMATHERS. You say you have written 250 letters and you 
have 66 replies. I presume that you will get replies from almost all 
of them before very long. 

Mr. Focuer. There are more in this morning. 

Mr. BANNERMAN. There are probably more in since this figure was 
given. 

Mr. Focirer. They have come in. I would guess that we would get 
some 225 replies. These have come in without a followup. I do intend 
to follow them up. 

Senator SMATHERS. Coming from you, and since they want more 
business, I imagine you will get those replies. 

Mr. Focuer. That is what I am re ‘ving on in guessing such a high 
number of replies. 

Since June 1950 the Navy has placed 20.2 percent of its total direct 
purchases, or over $6 billion with small-business concerns. In addi- 
tion, it is estimated that more than $5 billion have been channeled to 
small-business firms through first-tier subcontracts placed by major 
Navy suppliers. 

An important and basic objective of the Navy procurement pro- 
gram is to attract new qualified contractors. Since June 1950 approxi- 
mately 12,300 new contractors have participated in the Navy procure- 
ment program. More than 105 new suppliers each month are cur- 
rently receiving contracts. In each case more than 80 percent of the 
new suppliers are small-business firms. A new contractor is regarded 
as one which has not received a contract from the Navy since 1949. 

I sincerely believe that we have established a good program for 
helping small business. I would like to insert here that I am confident 
that we can improve it but I think we can do a good job. 

Senator SMATHERS. That sounds fine and very good. 

Mr. Foeirer. We are, however, continuously endeavoring to im- 
prove our program and we welcome any suggestions your committee 

may have in this matter. 











78 MILITARY PROCUREMENT—1955 


This is all of my prepared statement. My plan is to introduce to 
you Vice Admiral Royar, but if you wish to ask questions, as I said 
before they are welcome at any time. 

Senator SMATHERS. Any questions? There seem to be none at this 
time, Mr. Secretary. 

Mr. FOGLER. There will be more material about which to ask 
questions. 

Senator SMaTHERs. Admiral, we are happy to have you here and 
you may proceed. 


STATEMENT OF VICE ADM. M. L. ROYAR, SUPPLY CORPS, UNITED 
STATES NAVY, CHIEF OF NAVAL MATERIAL 


Admiral Royar. Thank you very much, Mr. Chairman. 

My name is Vice Adm. M. L. Royar, Supply Corps, United States 
Navy. I am the Chief of Naval Material. Because of my responsi- 
bilities for procurement and contracting matters, I am vitally con- 
cerned and interested in assuring the utilization of small-business 
firms as Navy prime contractors and as subcontractors. The activi- 
ties of the Navy on behalf of small-business firms are given my close 
attention and I receive periodic reports from Commander Curtin to 
verify that small-business firms are given an equitable opportunity 
to compete and participate in Navy procurements. 

Under the administrative supervision of Capt. C. A. Blick, Supply 
Corps, United States Navy, the Director of the Procurement Division, 
Office of Naval Material, Commander Curtin is given wide freedom 
of action in carrying out his responsibilities for the administration of 
the Navy small-business program. He discusses small-business 
matters directly with the Assistant Secretary of the Navy (Material) 
and with me to the end that we may increase small-business partici- 
pation in Navy procurement. 

In order for the Senate Select Committee on Small Business to 
understand the position of the small-business organization, within 
the Navy, I will give you a brief explanation of the Navy’s procure- 
ment organization and its operation by reference to two charts. 

Chart 1 covers the military and procurement organization of the 
Navy and sets forth the position of the Secretary of the Navy, the 
Assistant Secretary of the Navy (Material), the Chief of Naval 
Operations, the Chief of Naval Material, and the bureaus and offices 
of the Navy Department. Briefly their responsibilities relating to 
the field of procurement are— 

(a) The Assistant Secretary of the Navy (Material) is responsible 
for the establishment of policy and direction of all matters relating to 
the industrial and material support of the Navy including production, 
procurement, facilities, and supply-management functions. 

(b) The Chief of Naval Operations is responsible for stating, 
usually in broad terms, the material requirements of the Navy 

(c) Under the direction of the Assistant Secretary of the Navy 
(Material), I, as the Chief of Naval Material, am responsible, in the 
name of the Secretary, for effectuating policies for production, pro- 
curement, and supply management. One of the divisions within the 
Office of Naval Material is the Procurement Division. This Division 
is responsible for developing policies for the Assistant Secretary of 
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the Navy (Material) in procurement matters and the coordination of 
the efforts of the bureaus and offices of the Navy Department in this 
field. 

(d) Within the Procurement Division of the Office of Naval Ma- 
terial, Commander Curtin serves as the Chief, Office of Navy Small 
Business, and acts as an adviser to the Assistant Secretary of the 
Navy (Material) and to me in small-business matters. He is respon- 
sible for the development of the Navy small-business program, poli- 
cies, and procedures. Through his organizational position within 
the Procurement Division, he keeps in close touch with the formula- 
tion of Navy procurement policies and procedures and is able to 
correlate the small-business interests in the formulation of such policies 
and procedures. The Procurement Division, Office of Naval Material, 
prepares and publishes Navy procurement directives which supple- 
ment the armed services procurement regulations and which govern 
all Navy purchasing activities in conducting their procurement opera- 
tions. The Navy’s small-business program is set forth in these direc- 
tives. 

(e) There are 10 bureaus and offices of the Navy Department lo- 
cated in Washington, D. C., which are responsible, under the super- 
vision and direction of the Assistant Secretary of the Navy (Material), 
for providing the logistics requirements of the operating forces as 
determined by the Chief of Naval Operations. <A large proportion, 
dollarwise, of the procurements of materials and services made by 
these bureaus and offices is not susceptible of performance by small- 
business firms because of their complex and highly technical nature: 

These bureaus and offices of the Navy Department are— 


Bureau of Aeronautics Office of Naval: Research 

Bureau of Ordnance Military Sea Transportation 
Bureau of Ships Service 

Bureau of Naval Personnel Headquarters, U. S. Marine Corps 
Bureau of Supplies and Accounts Armed Services Petroleum Pur- 
Bureau of Yards and Docks chasing Agency 


The Armed Services Petroleum Purchasing Agency is jointly staffed 
by the three military departments and is under the management 
control of the Navy. It is responsible for purchasing Army, Navy, 
Marine, and Air Force requirements for petroleum products. 

(f) Chart 1 also discloses the fact that 60 Navy small-business spe- 
cialists are assigned to 10 bureaus and offices of the Navy Department. 
These small-business specialists are located in major purchasing activ- 
ities which spend 97 percent of the Navy’s procurement dollars. Two 
small-business specialists are assigned to the Office of Naval Material, 
they are Commander Curtin and his assistant, Mr. M. Questal. A line 
is drawn to the position of the Assistant Secretary of the Navy 
(Material) to denote the responsibility of Commander Curtin for 
advising the Assistant Secretary of the Navy (Material) on small- 
business matters. There is 1 small-business specialist assigned to the 
Armed Services Petroleum Purchasing Agency, 2 to the Bureau of 
Aeronautics, 2 to the Bureau of Ordnance, 1 to the Bureau of Ships, 
1 to the Bureau of Naval Personnel, 43 under management control of 
Chief, Bureau of Supplies and Accounts, 1 to the Bureau of Yards 
and Docks, 2 to the Office of Naval Research, 2 to the Military Sea 
Transportation Service, and 3 to the Marine Corps. 
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ExnuisirT 4 


SMALL-BUSINESS PERSONNEL FOR THE Navy DEpPARTMI FEBRUARY ] 155 
WASHINGTON, D. ¢ 


Small-business specialist, Office of Naval Material 
Comdr. N. W. Curtin, room 2221, Main Navy Buildir 
Mr. M. Questal, room 2221, Main Navy Building 
*Small-business specialist, Bureau of Aeronautics 
Comdr. J. S. Paretsky, room 3931, Main Navy Buildi: 
Mr. G. W. Wilson, room 3931, Main Navy Buil 
*Small-business specialist, Bureau of Ordnance: 
Mr. J. F. Lenahan, room 3133A, Main Navy Building 
Mr. 8S. Tatigan, room 3133A, Main Navy Building 
Small-business specialist, Bureau of Naval Personne! 
Capt. C. G. McKinney, room 2633, Arlington Annex 
*Small-business specialist, Bureau of Ships: 
Mr. Michael Chemsak, room 1023, Main Navy Building. 
Small-business specialist, Bureau of Supplies and Accounts: 
Lt. Comdr. O. R. Blanton, room 0216, Main Navy Building 
Small-business specialist, Bureau of Yards and Docks 
Comdr. A. M. Egeland, room 2A65, Yards and Docks Annex 
Small-business specialist, Armed Services Petroleum Purchasing Agency: 
Mr. H. G. Fowler, room 1B41, Yards and Docks Annex. 
Small-business specialist, Military Sea Transportation Service: 
Capt. R. M. Barnes, room 2206, T-8, McLean Gardens. 
Mr. T. C. Allen, room 2203, T—8, McLean Gardens. 
*Small-business specialist, Fuel Supply Office: 
Mr. Richard M. Bishop, Naval Gun Factory, M at Eighth Street, SE., 
building 213, fourth floor. 
*Small-business specialist, Naval Gun Factory: 
Lt. M. K. Clardy (W), building 28, second floor, M Street at Eighth, SE, 
Small-business specialist, Naval Research Laboratory: 
Mrs. Ernestine Synder, building 21, second floor, Fourth near Chesapeake, 
SW. 
*Smail-business specialist, Navy Purchasing Office: 
Mr. R. G. Busby (acting), room 138, temporary building D, Fourth and 
Independence Avenue, SW. 
Small-business specialist, Office of Naval Research 
Mr. L. O. Lincoln, room 2804, T—3 Building 
*Small-business specialist, Headquarters, United States Marine Corps 
Capt. G. P. Schmitt, room 4002, Arlington Annex 


IS 


CALIFORNIA 
Los Angeles 


*Small-business specialist, Navy Purchasing Office 
Mr. Bert Friedman, 1206 South Santee Street 
Port Hueneme 
*Small-business specialist, Yards and Docks Supply Office 
Mrs. Olive E. Sherman, United States Naval Construction Center 
San Francisco 
*Small-business specialist, Navy Purchasing Office 
Lt. D. S. Pool, 180 New Montgomery Street 
Small-business specialist, Marine Corps Depot of Supplies 
Mr. William R. Cathey, 100 Harrison Street 
: CONNECTICUT 
New London 


Small-business specialist, Submarine Base 
Lt. Cmdr. W. T. Walker, Building 87 


FLORIDA 
Jacksonville 


Small-business specialist, Naval Air Station 
Mr. John E. Colvin, Building 110 





* Major purchasing offices. 
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FLORIDA—continued 
Miami 
Small-business specialist, Marine Corps Air Station 
Mr. Edward H. Gosline 


Pensacola 
Small-business specialist, Naval Air Station 
Mr. James A. Kenyon, Building 603 


GEORGIA 
Macon 
Small-business specialist, Naval Ordnance Plant: 
Ensign Arthur C, Thomas 
HAWAII 
Pearl Harbor 
Small-business specialist, Navy Purchasing Office: 
Mr. T. H. Sunn, Building 475, Naval Supply Center (mail address) Navy 
128, Fleet Post Office, San Francisco, Calif. 





ILLINOIS 
Forest Park 
Small-business specialist, Naval Ordnance Plant: 
Mr. Jason C. VanDyke, 7500 West Roosevelt Road 
Great Lakes 
*Small-business specialist, Electronic Supply Office: 
Mr. A. J. Dowe 
Small-business specialist, Naval Supply Depot: 
Miss 8. Beth Newsom 
INDIANA 
Crane 
Small-business specialist, Naval Ammunition Depot: 
Mr. James W. Hudson, Building 64 
Indianapolis 


Small-business specialist, Naval Ordnance Plant: 
Mr. A. F. Sheehan, 21st and Arlington Avenue 


LOUISIANA 
New Orleans 


Small-business specialist, Naval Station: 
Mr. C. H. Shepard, Building 11 


MARYLAND 
Patuxent River 


Small-business specialist, Naval Air Station: 
Mr. Francis Albert 


MASSACHUSETTS 
Boston 


Small-business specialist, Naval Shipyard: 
Mr. Charles H. Ryan (Deputy), Building 149. 


NEW HAMPSHIRE 
Portsmouth 


Small-business specialist, Naval Shipyard: 
Mr. Winfield O. Sprague, Building 153. 


NEW YORK 
New York 


*Small-business specialist, Navy Purchasing Office: 
Mr. Herman Berman, 111 East 16th Street. 


Sands Point, L. I. 


Small-business specialist, Office of Naval Research: 
Mr. H. B. Macartney, Special Devices Center 


* Major purchasing offices. 
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OKLAHOMA 

McAlester 

Small-business specialist, Naval Ammunition Depot: 
Mr. 8S. A. Way. 

PENNSYLVANIA 

Mechanicsburg 

Small-business specialist, Ships Parts Control Center: 
Mr. Leo A. Yeager. 

Small-business specialist, Ordnance Supply Office: 
Mr. G. C. Remley. 


Philadelphia 
*Small-business specialist, Aviation Supply Office: 
Lt. C. R. Hockett, 700 Robbins Avenue. 
Small-business specialist, Naval Air Material Center: 
Lt. Comdr. J. M. Windsor, Building 76, United States Naval Base. 
Small-business specialist, Naval Shipyard: 
Mr. Louis H. Eckstein, Building 83, Naval Base. 
*Small-business specialist, General Stores Supply Office: 
Lt. R. G. Fabian, 700 Robbins Avenue. 
Small-business specialist, Submarine Supply Office: 
Mr. Herbert J. Lawser, Rittenhouse Square Building, 19th and Walnut 
Streets. 
Small-business specialist, Marine Corps Depot of Supplies: 
Mr. Martin West, 1100 South Broad Street. 


York 
Small-business specialist, Naval Ordnance Plant: 
Mr. J. E. Baublitz. 


thal Saat thse i All 


RHODE ISLAND 
Newport 
Small-business specialist, Naval Supply Depot: 
Mr. H. C. Clarke, Building 11, Coddington Cove. 


SOUTH CAROLINA 


Se nee we + 


Charleston 
Small-business specialist, Naval Shipyard: 
Mr. W. H. Heissenbutter, Building 7. 


a aR Hi we 


TENNESSEE 
Memphis 
Small-business specialist, Naval Air Station: 
Mr. A. A. Betts, Jr., Building 11, North Side. 


TEXAS 


2 NAT me 


Corpus Christi 

Small-business specialist, Naval Air Station: 
Mr. Otto R. Gessling. 

Dallas 


Small-business specialist, Naval Air Station: 
5 Mrs. Joyce Hunt. 
a 
4 Orange 
Small-business specialist, Naval Station: 
3 Mr. W. A. Bruce. 


5 VIRGINIA 

Norfolk 

*Small-business specialist, Navy Purchasing Office: 

Mrs. Esther Roberts (acting), Building 143, Naval Supply Center 
WASHINGTON 
Bremerton 


Small-business specialist, Puget Sound Naval Shipyard: 
Lt. (jg.) R. L. Verdow. 
Mr. Ralph Shenenberger. 


Seattle 
Small-business specialist, Naval Supply Depot: 
Lt. (jg.) R. J. DeVilbiss. 


* Major purchasing offices. 
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Chart 2 portrays the major activities of the Navy field purchasing 
organization which are under the supervision of the Chief, Bureau of 
Supplies and Accounts. 


i large 






S5 


volume of 


items such as repair parts, maintenance mate rial onl supplies under 
the technical control of the aforementioned technical bureaus and 
offices of the Navy Department as well as housekeeping material for 


the upkeep of Navy activities. 


Navy small-business specialists have 


been assigned to 43 of the listed activities including Navy purchasing 
offices, supply demand control points, naval supply depots, naval air 


stations, naval shipyards, and naval ordnance plants. 


Before 


| intro- 


duce Commander Curtin, the Navy’s senior small-business specialist, 
I would like the committee to know that my personal observation has 
shown me that Commander Curtin and the other Navy small-business 
specialists have demonstrated an eithusiasm and a devotion to the 
interests of small business far exceeding that normally expected from 
personnel holding such positions. 


Senator SMATHERS. 
FOGLER. 
Senator SMATHERS. 


Mr. 


Mr. 
Yes. 


Thank you, Admiral. 


Chairman, may I make a comment? 


Mr. Foa.er. In the previous chart I think we should be very sure 


there is no misunderstanding as to command there. 


The actual com- 


mand of naval operations is in the Chief of Naval Operations, and 
when we look at the Marine Corps and some of the others that means 
that the responsibility for supporting those organizations is there. 


Anyone 


indicate command relationship. 
Senator SmatuHers. I might say, Mr. Secretary——— 
I think you understand that. 


Mr. FoGuer. 
Senator 


States Marine Corps, so I have some knowledge about it. 
And probably a very decided opinion. 


Mr. 


FOGLER. 
Senator SMATHERS. 


That is fine. 


All right, Commander Curtin, I think you are next. 


‘an look at the chart and think possibly it was meant to 


SMATHERS. I have a Reserve commission in the United 


STATEMENT OF COMDR. NEALE W. CURTIN (SC), CHIEF OF THE 
OFFICE OF NAVY SMALL BUSINESS, UNITED STATES NAVY 


Commander 


N. W. 


Curtin. Mr. 


show you these charts. 


Senator SMATHERS. 





Chairman, 
Curtin, Supply Corps, United States Navy. 
of the Office of Navy Small Business. | 
prepared statement in the record, 


my 


with your 


That will be fine. 


name is 


Commander 
i I am the 
would like 

permission, 


Chief 
place ny 
and then 
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Cuart 3 


Navy SMALL Business PROGRAM 
Authority 


Armed Services Procurement Act of 1947, Small Business Act of 1953, DOD 
directives, and Navy procurement directives 
Provides for 
Appointment of Navy small business specialists. 
Screening of all procurements for potential award to small business. 
Dissemination of procurement information. ! 
testriction of selected procurements for small business joint determinations. 


Industry-cooperation program with offices of inspectors of naval material. 
Small business subcontract program. 


Full cooperation with Congress, Small Business Administration, and other | 
Federal, State, and local agencies concerned with aiding small business. . 

Continuous review and evaluation of small business program. 

Commander Curtin. Chart 3 is a summary of the Navy small- 
business program and the authority is based on the Armed Service 
Procurement Act of 1947, the Small Business Act of 1953, DOD 
directives and Navy procurement directives. 

This program provides for the appointment of Navy small-business 
specialists in all major purchasing field activities which have authority 
to purchase in excess of $1,000. 

A screening of all procurements for potential awards to small 
business. This includes the unclassified and the classified. 

Senator SMATHERS. May I interrupt you right there? 

Do I understand you to say that you pe ople have the opportunity 
to screen all possible procurements to see whether or not they might 
be directed toward small business? 

Commander Curtin. Yes, sir. 

Proposed procurements are listed in the Department of Commerce 
synopsis of proposed Government procurements, sales, and contract 
awards. 

The restriction of selected procurements for small-business’ joint 
determination: This is the program that is sponsored by the Small 
Business Administration. They have representatives which are as- 
signed to major purchasing activities. 

And they work with our contracting officers in jointly arriving at 
those procurements which are in the small-business potential. It also 
provides for the industry-cooperation program within the offices of 
the inspectors of naval materiel. 

These representatives are responsible for helping small business in 
those areas where the SBA have no regional offices and they are also 
charged with responsibility for locating subcontract opportunities for 
small firms with the major prime contractors. 

I am submitting for the record a list of general inspection offices 
that have industry cooperation representatives. 





. 
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EXxnHisBiT 5 


Navy GENERAL INSPECTION OFrFicesS WuicH Have INpUstrRY COOPERATION 
REPRESENTATIVES 


(INSPECTION OF NAvY MATERIA! 
Central district: 
Cedar Rapids, Iowa, 800 First Avenue NE., box 1510 
Chicago 5, Ill., 608 South Dearborn Street 
Dallas 21, Tex., 1114 Commerce Street, Post Office Box 898 
, Detroit 26, Mich., 310 East Jefferson Avenue 
1S. Fort Wayne 6, Ind., 3802 South Calhous Street, Post Office Box 576 
Houston 14, Tex., 411 Fannin Street, Post Office Box 4090 
Indianapolis 4, Ind., 54 Monument Circle 
ler Kansas City 6, Mo., 911 Walnut Street 
Milwaukee 2, Wis., 783 North Water Street 
St. Louis 1, Mo., 321 United States Custom House (old), 815 Olive Street 


3 Minneapolis 1, Minn., United States Court House, 3d Street and Marquette 
ll- Avenue 
ce , Northeastern district: 
D Boston 7, Mass., 495 Summer Street, Post Office Box 2276 
Bridgeport 4, Conn., 1285 Boston Avenue, Building 23C 
$ Buffalo 2, N. Y., 740 Main Street 
28S 4 Newark 5, N. i. Naval Industrial Reserve Shipyard, Building 13, Port 
tv Newark 
S New York 13, N. Y., 250 Hudson Street 
all Springfield, Mass., Post Office Building, room 310 
Svracuse 3, N. Y., 910 Erie Boulevard East 
Southeastern district: 
Atlanta 5, Ga., 50 Seventh Street NE. 
itv Baltimore 2, Md., 401 Water Street. 
ht Camden, N. J., RC: A Building, Front and Cooper Streets. 
Cincinnati 2 Ohio, 230 East Ninth Street. 
Cleveland 14, Ohio, Ferguson Building, 1783 East 11th Street: 
Huntington, W. Va., 724 Fourth Avenue. 
ce Philadelphia, Pa., 17 Brief Avenue, Upper Darby, Pa. 
ct Pittsburgh 19, Pa., 401 Old Post Office Building. 


Reading, Pa., 10 North Eighth Street. 
; Western district: 
int : Los Angeles 15, Calif., 1206 South Santee Street. 
all San Francisco 19, Calif., Building 178, Treasure Island. 





oa i Seattle 4, Wash., 2300 11th Avenue SW. 

Senator SMaTHeRsS. You are talking about this industry coopera- 
at ) tion program within offices of Inspectors of Naval Materiel. Those 
lso } are your people? 

i ‘ ‘ ' 
of Commander Curtin. Yes, sir. 

Senator SMaTHERS. And they are the ones that could talk with the 
in ) industry about developing business for small business? 
lso Commander Curtin. Yes, sir. 
for Senator SMATHERS. All right, sir. 

Commander Curtin. It also provides for the small-business sub- 
ces contract program. Each year the Navy makes a study of the dollars 


which are placed by the major prime contractors with small business 
at the first-tier level. It also provides for full cooperation with 
Congress, Small Business Administration and the other Federal, State, 
and local agencies concerned with aiding small business. 

As a rule you will find that the Navy “small-business specialists and 
the industry-cooperation representatives are members of the regional 
councils of the different armed services procurement organizations. 

For instance in Philadelphia, also in Pittsburgh and Cleveland and 
in Miami, Fla. It also provides for a continuous review and evaluation 
of the small-business program. 

This is done at the level of the Office of Naval Materiel. 
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Chart 4 is entitled “Small Business Potential in the Navy Procure- 
ment Dollar.” These are the dollars that the Navy spend on a 
monthly basis for the calendar year of 1954 and the scale is on millions 
of dollars. 

This black line outlines the dollar value of those procurements which 
Navy spend during the fiscal year. 

The red-line figure represents that percentage of those dollars 
which were in the small-business potential, which were determined 
by the Navy small-business specialists to be in the small-business 
potential. 

The blue area represents the dollars that were awarded to small 
business. 

Senator SmarHerRs. May I ask a question right there? 

Commander Curtin. Yes. 

Senator SMatHEeRs. When you say “small-business potential,’ 
that the potential business which could be awarded directly to sms all 
business or does that include business which could be subcontracted 
as well? 

Commander Curtiy. Mr. Chairman, this is on the prime-contract 
basis only. Subcontracts will be taken up later, sir. 

Senator SMATHERs. Fine. 

Commander Curtin. During this period the Navy spent $5,600 
million. One billion of those dollars were in the small-business 
potential. Seven hundred and seventy million dollars were awarded 
to small business. 

Chart 5 is entitled ‘Small Business Receives 78 Percent of the 
Small Business Potential.’ 

This chart represents the percentage of the dollar value in the 
small-business potential on a monthly basis. 

Small business receives 78 percent of all dollars in its pote ntial. 

Senator SMaTHERS. May I ask you a question right there? 

How do you determine what is the small-business potential? Do 
you go through all the contracts originally and make a determination? 

Commander Curtin. No, sir, this is made by the 60 Navy small- 
business specialists that are in the major purchasing activities. In 
the first stage of procurement all Navy small-business specialists 
screen all of those procurements. 

The first question that comes to their minds is going back to their 
historical record. Has this ever been made by small business? If it 
has then it is in the small-business potential, providing they can 
handle the amount of supplies, the due date and whether or not 
mobilization planning is involved. 

If all the answers are yes, then it is in the small-business potential. 
However, if you have a new product, then you go to the technical 
personnel, you make reference to the trade magazines and you also 


3 find out whether or not small business will bid on it themselves. If it 


is, then it is in small-business potential. 

Mr. BANNERMAN. Senator, the process that the Commander is 
describing is covered in the statement on page 14 of his statement in 
some detail. 

Senator SmarHers. All right. Thank you, Commander, you go 
ahead. 

Commander Curtin. Chart 6 is entitled, “Small Business Receives 
a High Percentage of the Prime Contracts of Suitable Size’’ 
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This chart is on the scale of a million dollars. 

There are four categories of the dollar value that we spend during 
the first 6 months of this fiscal year. 

Chart 6 shows those contracts which are valued up to $1 million, 
43 percent of all contracts in this category were placed with small 
business. Small business could have had 56 percent. 

In the next category of contracts valued between $1 million and $2 
million, small business received 24 percent of these dollars. They 
could have received 36 percent. In this category here contracts 
valued from $2 million to $5 million, small business received 11 percent 
They could have received 16 percent. 

In this last column, contracts valued at $5 million and over, small 
business received 1 percent. That was the entire small-business 
potential. Chart 6 shows that small business receives a high percent- 
age of the prime contracts of suitable size. 

Senator SmatHers. Why didn’t smal! business get all of the 
potential? Was it because they did not bid or was it because they 
were ignored? How do you explain the difference? 

Commander Curtin. Mr. Chairman, first they did not bid. Even 
though the item has already been marked in the potential. If they 
don’t bid that is one reason for not getting it. The other is that 
they did not submit the low bid or their bid was not responsive. In 
other words there were three reasons. Either they did not bid, their 
bid was not responsive, or it was not low enough. 

Senator SMatHerRs. Commander Curtin, in cases where they did not 
bid, are you satisfied in your own mind that small business was 
notified of an opportunity to bid and they refused to bid, with 
knowledge that they could bid? 

Commander Curtin. Mr. Senator, one of the purposes of the Navy 
small-business specialist is to assure that small businesses are repre- 
sented on every one of our bidders’ lists. Both the Navy small-business 
specialists and SBA have worked to that end. In other words, if 
there are any bidders’ lists on which we do not have small-business 
firms on that list, maybe the Navy small-business specialist is not 
doing his job. 

Mr. BANNERMAN. I think it is safe to say that there is no item in 
the small-business potential on which small business did not have an 
opportunity to bid. 

Senator SmMatHers. That answers my question. Thank you. 

Mr. Foater. I think it is also fair to say that quite possibly in 
some of those if the field were productive enough, if we had known 
all the small businesses, they might have been bidders. 

Senator Smatuers. That’s right. 

Mr. Focter. This has not reached, and I hope it never will be 
reached, where the limits are exact statistics because I would be 
afraid of the statistics. 

Senator SMaTtuHeErs. It might indicate that small business had come 
to an end or it certainly was not growing. 

Commander Curtin. Chart 7, which I am submitting, is entitled, 
“Small Business Gets One-third of All Navy Dollars.”” This chart is 
for a 6-month period, fiscal year 1955. During this period the Navy 
spent $2,907 million. 

By prime contract small business received $335 million or 11.5 
percent of this total. 
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By first-tier subcontracts which were made by a spot check on the 
recent Navy subcontract study, small business received $404 million 
at the first-tier level or 13.9 percent of this total. 

By lower than first-tier subcontracts (estimated) and this is 
based on our previous years study, small business received from 7 to 
12 percent. 

Totaling those percentages all together, small business received $1 
billion or one-third of all Navy dollars. 

Senator SMaTHERS. How does that compare with the first half of 
1954 and the first half of 1953, if you have that information? 

Commander Curtin. During the first part of 1954, small business 
received approximately 19 percent of the prime contract dollars. 
That was brought out in our hearing last year. And in this area 
here, the figure was approximately — 

Mr. QuEstTAL. 16.5 percent. 

Commander Curtain. 16.5 percent. 

Senator SmMaruERs. How do you account for the diminution of 
what small business gets the first half of this year over what they got 
the first half last year? 

Commander Curtain. I wish to point out that the nature of the 
items we are buying during this fiscal year has an influence on this 
figure. Also, in addition, in this area here, in the subcontract area, 
certain major prime contractors now have open capacity within their 
plants which has an effect on the subcontract program. 

Senator SmaTHers. You don’t attribute any of this lessening of 
business for small business to—let’s put it this way: 

You people are pushing just as hard for small-business contracts 
this year as you did last year and the year before. 

Commander Curtin. Yes. Last year small business received 80 
perce 1t of all dollars in its own potential. This year it is 78 percent. 
The difference is in the fact that there has been increased competition 
and also that the small-business potential has been broadened by the 
use of publicity. 

Senator SmatHers. Well, actually the small-business potential has 
decreased in the first half of fiscal year 1955 over what it was in the 
previous fiscal year? 

Commander Curtin. May I point this out, sir? As a rule, small- 
business potential runs about 20 percent of the Navy’s dollars, but 
however, due to the competition this year, small business is only able 
to get during this same period 11.5 of those dollars, while last year they 
were able to get a much greater amount. 

Senator SmaTHErRS. Do you think that was due to competition with 
respect to big business? 

Commander Curtin. Industry as a whole. 

Senator SmatHers. What? 

Commander Curtin. With industry as a whole, sir. 

Senator Smatuers. In other words, small business has been unable 
to get as much of Navy procurement contracts as it did last year 
because big business is getting more and is better able to compet te? Is 
that what you are saying? 

Admiral Royar. I think, Mr. Chairman, we might put it this way. 
In the first place, the potential has probably been lower because of 
buying more airplanes, more engines, and other large items. Then in 
the small-business field itself, as Commander Curtin pointed out, pro- 
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duction in a lot of big companies has fallen off, they have extra 
capacity and they are in competition, and their competition has be- 
come more intense and because of this competition small business has 
suffered to a certain extent and also, of course, in cases where the com- 
panies have open capacity they are going into production areas where 
normally they would not go. 

Senator SmatTHERS. By open capacity, do you mean there is some 
big business—when I say big business I do not say it with a sneer or 
criticizing big business—but where it expands its efforts it can go into 
a field previously filled by small business. 

Admiral Royar. There is a tendency to do that as they have open 
capacity. 

Mr. ForsytHe. We might point out that there are actual cases 
where large business firms today, to keep their shop going, will enter- 
tain a loss on a particular contract to keep an even flow of work com- 
ing out and they will make it up in other areas where a small firm can- 
not do that. In those cases small business will suffer. 

Mr. Foeuer. I think, Mr. Chairman, in this very field, that is one 
of those in which we have to make much greater effort. It is a diffi- 
cult field. When any particular company has within its own organi- 
zation personnel and plant capacity to make the complete end product 
including the components, it is natural for the management of that 
organization to prefer to do it that way, but I think also it is important 
from the standpoint of the well-being of our overall national economy 
and from the standpoint of mobilization in the armed services that we 
do everything possible, within reason, to work with them to endeavor 
to have them still subcontract a substantial part of their work. It is 
a difficult problem. 

Senator SMaTuHERS. I am a little bit disturbed about what might 
be a trend. As you know, we have all these mergers going on today 
which I frankly think results from our tax laws. Business is getting 
bigger and less in number, bigger in volume, having the tendency to 
drive out small business. We see it here where the amount of money 
which the Navy has spent thus far this year. Even though they are 
spending more money, the amount that small business is getting as 
compared to the previous year, even though it is getting its potential, 
is less than it was, as I said, in previous years. That is the thing 
that we are concerned about in relation to small business and have to 
worry about. We are at the same time anxious for the Navy, as we 
are for the Army and Air Force, to get the most for their dollar. 

However, the only thing that we can be concerned about is whether 
or not, where the 1947 act says that that business which is properly 
small business or can go to small business, should go to small business, 
I think it puts a double responsibility on your small-business repre- 
sentatives to really stand up and fight for the rights of small business, 
because actually in some instances it is much more convenient to 
make 1 contract for a whole bunch of work with 1 contract and letting 
it go that way, but we defeat the purpose of the 1947 act in doing that, 
I was interested in those particular statistics in having that in mind. 

Mr. Foeier. That is why I wrote these letters. 

Senator SmatuErs. I think that was good. I have one particular 
example that we know about which concerns the tugboat-building 
program which has not been a good program. 

Mr. Focuirr. Very bad one. 
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Senator SMATHERS. It was put into certain small yards all mixed 
up and always has been. I don’t think it actually was intended to 
be that way, but it appeared that there was an effort to break many 
of these small yards to start with by submitting a great number of 
change orders, week. after week. They could not complete their 
work and still go ahead. Many were driven out of business. Those 
are the things that we want to be certain that the small-business 
representatives in the Navy Department, as well as in all other 
departments, are aware of and are militantly trying to help those of 
us who have a responsibility for preserving small business insofar as 
it is practical to do so. We want them to stand with us in that fight. 

Mr. Focuer. As | have just previously stated, I think our problem 
is greater. We need to devote even more aggressive attention to it. 
But you mentioned the taxes. They are a factor. There is another 
factor too that both you gentlemen partic ipate in. We like to buy 
our own end products at the lowest possible price. That means that 
a great majority of people are buying their automobiles from the 
outlet of 2 or 3 companies. It just so happens that I don’t have one 
of those automobiles. I have one that it is hard to get spare parts for. 

In our whole social, economic trends, I think it is not only vital 
from the standpoint of statute but it is vital from the standpoint of 
our total economic well-being that we try to do a good job in this. 
But it has many handicaps and I think in your committee’s most 
recent report you mentioned what has always been true, that the 
major reason for failure in business is lack of competent and experi- 
enced management. 

When the competition becomes really acute, and whether it is big 
or small business, wherever there is incompetent management or 
inexperienced management, the failures go up and in times of great 
demand for end output, both civilian and military, a great many small 
businesses take contracts which they should not take, because they 
can only complete them and come out financially whole if the demand 
continues great and the competition is not stiffened. We are now 
in a somewhat balanced economy of having in almost all fields adequate 
manufacturing capacity across the board which means very keen 
competition. 

Senator Smai1HeErRs. I completely agree with you. It is a social 
problem. It is not a military problem. We must not put the 
responsibility for this directly on the military, because we demand 
of them that they give us the most for the dollar and they know 
where they can go to get it. However, | think that the Congress 
as such has written in the act provisions which recognize that we 
must prevent our economy from becoming one big business, for if 
we do not, and I don’t say this unkindly, we will have General Motors, 
for example, making everything. Because we know when they go 
into the radio field and the bicycle field and the car field and the 
refrigerator field, they can take the leftover products from each one 
and open up another factory. They have an advantage to start 
with. They can then move into that field and drive out small 
business in that field. 

We must be sure, therefore, that small business obtains its fair 
share of Government contracts and effectively and adequately partic- 
ipates in our defense programs. This objective is essential to the 
Nation’s economy and well-being. 
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Obviously, as you move into a ste ppe “l- = program, your items are 
bigger, ships and airplanes and things of that nature don’t fall within 
the small-business field. They are eliminated, but those fields where 
small business can properly participate, thi Srongrens will never 
criticize the Navy, in my judgment, or the Air Force or the Army, for 
doing e verything it can to see that those contracts aad ‘rly in that 
field go to small business, because Congress as such realizes the 
economic and soc ial importance of keeping small | —_ ss alive 

Commander Curtin. There is one point I did not bring out when 
[ first talked about chart 7, that for this vear so far the Navy has 
spent 54 percent of its dollars for airframes, 13 percent for heavy 
ordnance items, and 13 percent for ships. 

In the previous year only 41 percent of our dollars was spent for 
airframes. So there has been a 14-percent increase in dollars going 
for airframes. 

Mr. QuestaL. I would like to add this to Commander Curtin’s 
remarks. During this period, the first 6 months of fiseal 1955, which 
is covered by our chart only 19 percent of our total procurement was 
in the small-business potential. During fiscal year 1954 almost 28 
percent of our total procurement was in the small- ir ‘ss potential. 
That explains to some extent the reason for the decline in small- 
business participation. 

Mr. BANNERMAN. I| think that what Commander Curtin has said 
explains that. But during this first-half year we placed our entire 
year’s airframe contracts. 

Mr. ForsytHe. You anticipate that that figure of potential and 
awards within potential may go up during the rest of the year? 

Commander Curtin. If you held up on your hearings, we would 
have a much better figure 2 months from now. 

Mr. ForsytHe. We catch you in an embarrassing spot? 

Senator SMATHERS. Next year you bring us the last half of this vear. 

Mr. Focier. Better make sure it is better. 

Commander Curtin. I would like now to leave myself and my 
assistant, Mr. Questal, open to questions. 

Senator SMATHERS. All right. Bob, do you have any questions? 

Mr. ForsytHe. On page ‘12, Commander, you are discussing the 
duties of Navy small-business specialists. Under A (3), screening 
proposed procurements for determination as to whether or not they 
can be performed by small-business concerns, I merely want to make 
clear on the record that those are both classified and nonclassified 
procurements. 

Commander Curtin. That is correct. 

Generally all procurements both classified and unclassified and 
from zero dollars up to the maximum. However, we only make an 
individual report on those items over $10,000. In other words, even 
though we screen the ones from $1 up to $9,999 we only make our 

report on $10,000 and up on an individual basis. However, we take 
that money category as you say here in our charts (charts 4, 5, and 7) 
and that is included in our figures there. 

Mr. ForsytHe. Then on page 13 at the top, another duty of your 
specialist is to locate additional qualified small-business concerns 
when such concerns are not adequately 1 represe nted on the bidders’ list. 
How do you proceed with that, Commander? 
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Commander Curtin. Mr. Forsythe, I wish to point out that the 
Navy always tries to have at least two sources for each item that is on 
the list. In order to get good competition, we try to have more than 
two sources or as Many as we can in order to get competition to insure 
the lowest price. 

A small-business specialist, Navy small-business specialist, within 
our purchasing activities interviews every day many small-business 
firms who are looking for opportunities to sell to the Navy. These 
Navy small-business specialists know which items on their bidders’ 
list needs more small-business firms. When those firms do come, those 
Navy small-business specialists make a special effort to have those 
firms placed on the bidders’ list. 

Mr. ForsyrHe. Do you utilize the SBA regional offices in this 
search? 

Commander Curtin. Yes, we do. Especially our industry cooper- 
ation people out in the field. At the present time there are 14 Small 
Business Administration regional offices. It is a two-way street. 
There are certain areas they come to us for help, especially in the tech- 
nical field and there are certain areas that when our inspectors are 
looking for additional subcontractors. Maybe there is a Navy prime 
contractor that has one operation of a highly specialized nature. He 
feels that it is better to go to the man who knows how to do that job 
but he can’t find them. Then our field inspection offices will go to the 
SBA and will ask for their assistance to help find a subcontractor for 
that major prime contractor. 

Mr. Forsyrue. Dropping down to the bottom of page 13, “‘Pro- 
posed Navy procurement publicized’’ you publicize unclassified pro- 
curements valued at $10,000 and above in the Department of Com- 
merce synopsis. How does the small firm get wind of a classified 
procurement? How do you advertise those so they can bid on that? 

Commander Curtin. Mr. Forsythe, I would like to say again that 
the Navy small-business specialists interview small firms that come to 
the major purchasing offices every day looking for business. The Navy 
small-business specialists know whether those classified contracts 
are coming up. They keep in mind those qualified firms. When 
classified procurements do appear in their office and they place them 
on the bidders’ list to receive invitation to bid, or to receive requests 
for quotations. 

Mr. BANNERMAN. Senator, could I amplify that just slightly? 
Obviously we can’t publicize classified procurement. 

Mr. Forsyrue. That is right. 

Mr. BANNERMAN. However, we do allow all classified procurements 
to be screened not only by the small-business specialist in the Navy 
but also the SBA representatives in these offices and it is their effort 
to get additional small-business recommendations on the list that 
assures adequate small-business opportunities. We cannot publicize 
that. 

Mr. Focuer. There has been some difference of opinion within the 
Defense Department whether somewhere we should have those classi- 
fied contracts screened by the SBA, but that has been the Navy 
policy and as far as I know now, it is the policy all the way through, 
that has been the Navy policy that they should be screened by the 
SBA the same as the others. They have the same clearance as our 
own contractual people have and our own business specialists have. 
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Senator SMATHERS. How much of this small-business potential is 
in the realm of a negotiated bid? Do you have much of that? 

Commander Curtin. Mr. Questal has some figures on that which 
| would like to have him give the committee. 

Mr. Questau. I don’t believe I have any specific information on 
that. I can obtain that later and submit it for your records. 

Commander Curtin. | have a part of my statement that I can 
refer to. 

Senator SMATHERs. If it is hard to find, let’s just wait and submit 
it later. 

Commander Curtin. It is in my statement. 

Senator SMaTHERs. On the food which is bought for Navy installa- 
tions, is mostly all of that what you would classify as small business? 

Commander Curtin. The Navy places its orders with the Army. 

Admiral Royar. The Army Quartermaster has all the big con- 
tracts. Most of our contracting for food is for fresh provisions 
locally and that normally goes to the small-business people. 

Senator Smatuers. Mr. Forsythe, any more questions? 

Mr. BANNERMAN. The answer to the question you asked just 
before this last one, I think appears at the bottom of page 24 of Com- 
mander Curtin’s statement. 

(Commander Curtin’s prepared statement appears in this record 
beginning p. 101.) 

Senator SMaTHERS. During the first 6 months of the current fiscal 
year small business received $192,512,000 in negotiated procurements 
as contrasted to $142,391,000 in procurements placed through form 
advertisement. During the same period small business received 73 
percent of all negotiated procurements in the small-business potential 
as compared with 83 percent of all advertised procurements in the 
small-business potential. 

This does not necessarily indicate that small business is penalized 
in negotiated procurements but points up the fact that small business 
can usually submit the most competitive bid for relatively small and 
simple items with precise specifications which are almost invariably 
placed through formal advertising procedures. That answers that 
question. 

Mr. Forsyte. On your joint determination program, Commander, 
are you enthusiastic about that program? 

Commander Curtin. Mr. Bannerman. 

Mr. BANNERMAN. We have been cooperating fully with SBA on the 
joint determination program. I think we can say that we are 
enthusiastic about it. 

Mr. Forsyruer. Do you think it does any good? 

Mr. BanNEeRMAN. I think it does. It perhaps does not do good in 
all the cases where joint determinations are made. We know that a 
certain proportion of those contracts would be awarded to small 
business whether we made a joint determination or not. Unquestion- 
ably there are some cases where awards have been channeled to small 
business that way that would not otherwise have gone to small 
business. | 

Mr. Foucer. I feel this very strongly. Irrespective of what may 
happen in any individual case or a substantial number of cases, that 
we will be kept more alert, if nothing else, by that. 
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Mr. Forsytue. Does the Navy make a concerted effort to reduce 
the number of items where they have a sole source of supply? Every 
once in a while we get into that. It becomes a matter of contention 
with small business where they point to sole-source items. What do 
you do to keep that down? 

Mr. BANNERMAN. We have a lot of reasons, of course, other than 
strictly small-business considerations that lead us to constantly try 
to reduce the number of cases where we are confined to a single source. 
For mobilization-planning purposes for industrial security, but above 
all for pricing purposes. We are not anxious ever to be caught with 
a sole source. That does not mean that we don’t have a lot of items 
where there is only one source. Once you have made up your mind 
to buy a particular type of aircraft that is made by a particular com- 
pany you will have a single source. The same would be true with 
respect to certain other items but the effort is constantly there with 
respect to any items where there is some potential for enlarging the 
base. 

Mr. FoGcuier. One of the reasons is that we will appear before 
another committee Monday supporting the extension of the Renego- 
tiation Act because we do have these situations where there is a single 
source and we cannot get competition. We can get some initial com- 
petition in design but when the design of this airplane that Mr. 
Bannerman has mentioned is once determined and the company has a 
contract to manufacture that airplane, we then need redetermination 

Senator SmaTHers. Certainly. JI am glad you will be for it. 

Commander Curtin. Mr. Chairman, there is one comment I want 
to make about the joint determination program. We find that the 
Navy field-purchasing activities are particularly effective in the joint 
determination program. In fact, the aviation supply office down in 
Philadelphia does an outstanding job as far as joint determinations 
are concerned and the same can be said for Navy purchasing office 
in New York and also naval purchasing office here in W ashington, 
as well as in certain of our bureaus, especially the Bureau of Ships. 

Mr. BANNERMAN. On that point we might point out something that 
is in Commander Curtin’s statement, the Navy has agreed to 93 
percent of all joint determinations that have been recommended by 
the Small Business Administration, which we think is a pretty good 
indication of our acceptace of the program. 

Mr. Forsyrue. I have another question. 

On new products where you go out and on a research and develop- 
ment contract where some particular company builds you a new 
item, do you get the drawings and prints and everything back from 
that company so the next time around on it you can spread out the 
procurement to other sources and companies? 

Mr. BANNERMAN. It is our regular practice, as I think it is of all 
Services, to get the drawings and prints on a product that stems from 
a research and development program. Whether we thereby have the 
right to go to somebody else for the next procurement you have to 
evaluate in an individual case. He may have background patents tied 
up so we could not buy safely from somebody else. This is a matter 
that cannot be generally answered. Where it is possible to go com- 
petitively thereafter, we do so. 

There may be other reasons. There may be a special industrial 
facility that only the developer has, or there may be a big background 
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of engineering talent required that nobody else can apply to it. But 
every effort is made in our research and development contracts to 
put ourselves in a position to go competitively thereafter 

Mr. Forsyrne. I don’t have any other questions : 

Commander Curtin. I want to make one statement that I have 
been directed by the Assistant Secretary, the Chief of Navy Materiel, 
to visit our purchasing activities. I have visited many of our major 
purchasing activities, our field inspection offices and also selected 
major prime contractors and I do feel they are giving their full support 
to the Navy small-business program which bas made it very effective 

In accordance with my initial remark I am now submitting my 
prepared statement for the record. 


STATEMENT OF Compr. N. W. Curtin (SC) USN Heap, Smatu Business, 
INDUSTRY COOPERATION BRANCH 


My name is Comdr. N. W. Curtin, Supply Corps, United States Navy, and 
I am the Chief, Office of Navy Small Business, which is located within the Pro 
curement Division, Office of Naval Material. I have a civilian assistant, Mr. M 
Questal, who assists me in carrying out my responsibilities. We will both be 
available for questioning by the committee. 

In World War II small-business firms, encouraged by the Navy, participated 
substantially in Navy procurement and made a vital contribution to national 
security, thereby enabling the Navy to maintain broad industrial support and 
achieve considerable economies in procuring required material 

The Armed Services Procurement Act of 1947 provide the authority for the 
establishment of the Armed Services Procurement Regulation. That section of 
the Armed Services Procurement Regulation dealing with small business is now 
the primary basis for the Navy small-business program. 

The Korean emergency was declared in June 1950 and the Congress took im- 
mediate steps in September 1950 to enact the Defense Production Act of 1950 
and to authorize funds for increased procurement. This legislation provided 
for the establishment of a system of material controls. The small concerns, 
whose facilities were not suitable for the manufacture of complex items, were 
justifiably alarmed that they were not receiving sufficient defense business to 
assure them a share of needed materials. Failure to obtain controlled materials 
resulted in the dissolution of many firms which highlighted the need for a more 
effective program for the assistance of small business. 


Formal Navy small-business program established in 1951 


Due to the thousands of inquiries received from smail-busines: firms seeking 
advice as to ways and means by which they could obtain contracts, the Navy 
established on April 7, 1951, a formal small-business program. Small-business 
specialists were appointed within all major Navy purchasing offices to assist 
small-business firms to participate in procurement. 


Establishment of Small Defense Plants Administration (SDPA) and Small Business 
Administration (SBA) 

The Congress enacted in July 1951, the Sparkman-Patman amendment to the 
Defense Production Act of 1950. This law established the Small Defense Plants 
Administration, and that Administration assigned its representatives to 13 major 
Navy field purchasing activities. The SDPA representatives were responsibl 
for screening unclassified procurements and initiating determinations which, when 
concurred in by the contracting officer, had the effect of excluding from partici- 
pation in such procurements all but small-business concerns. This procedure is 
still in effect and is referred to hereinatter as the “joint determination’’ procedure 
The initiation of “joint determination’? procedures was authorized by section 
714 (e) (10). The power of the above-cited Administration to certify the com- 
petency as to capacity or credit of small-business firms was also authorized by 
the act. The SDPA also recommended RFC loans for small-business firms. 
The SDPA was terminated on August 1, 1953, by the Small Business Administra- 
tion Act of 1953, and a successor agency, the Small Business Administration was 


established. This agency, in the procurement field, performs functions comparable 
to those of SDPA. 











102 MILITARY PROCUREMENT—1955 


Navy small-business program directed by office of Navy small business 


The Navy small-business program covers the operations of the Navy small- 
business specialists within the major Navy purchasing activities, the operations of 
the industry cooperation representatives within the various field inspection offices 
of the Navy, and the Navy’s efforts to increase subcontracting opportunities for 
small business. 

I am responsible for the administration, supervision, and coordination of the 
Navy small-business program. I implement the DOD small-business directives 
and develop Navy small-business policy. In addition to my concern with the 
problem of assuring that a fair proportion of Navy business is awarded to small 
ousiness firms, I must assure myself that small business is aided by Navy policies 
in the related fields of negotiation policy, contractor financing, contract termina- 
tion, and settlement and preaward survey. 

Through the Council of Navy Small-Business Specialists, I maintain close 
contact with the Navy small-business specialists appointed within the technical 
bureaus and offices of the Navy Department in Washington. 

The effectiveness of the Navy small-business program is ascertained by (1) 
monthly review of Navy procurement statistics, (2) visits to Navy field activities, 
(3) visits to selected Navy prime contractors, and (4) discussions with representa- 
tives of small firms. 

Periodic reports on the Navy small-business program are made to, (1) Com- 
mittees of the Congress, (2) the Assistant Secretary of the Navy (Material), 
(3) Chief of Naval Material, and (4) the Director of the Procurement Division. 
In addition to the above periodic reports, monthly small-business meetings are 
held with the Small Business Administration within the Office of the Small Busi- 
ness Advisor to the Assistant Secretary of Defense (Supply and Logistics). 


anew steps are taken by the Navy when needed and revised procedures are 
ued. 


Sizty Navy small-business specialists appointed in major purchasing activities 


The Navy procurement directives require that all major Navy purchasing 
activities appoint Navy small-business specialists within their organizations. 
These small-business specialists are appointed in those purchasing activities that 
have authority to purchase in excess of $1,000. These offices contract for approxi- 
mately 97 percent of the Navy procurement dollars. At present there are 60 
small-business specialists. They report direct to the heads of procuring activities 
or to the commanding officers of the field purchasing activities, as appropriate. 
They are not subject to the direction of either the contracting or technical per- 
sonnel so that they will not be restricted in the performance of their duties. 


Duties of the Navy small-business specialists on behalf of small-business firms 


Small business specialists are required by Navy procurement directives to 
perform the duties listed below in behalf of small-business firms. The success or 
failure of the program is largely dependent upon their individual efforts and 
actions. Their duties require that they: 

(a) Assist small-business concerns to bid on Navy prime contracts by— 

(1) Acting as a central point within the purchasing activity for all small- 
business inquiries and problems. 

(2) Helping small-business firms secure placement on bidders’ lists of purchasing 
activities, 

(3) Screening proposed procurements for determination as to whether or not 
they can be performed by small-business concerns (I will explain shortly the 
method and significance of making this determination). 

(4) Locating additional qualified small-business concerns when such concerns 
are not adequately represented on the bidders’ list. 

(5) Publicizing daily proposed unclassified procurements of $10,000 and over 
in the Department of Commerce Synopsis of United States Government Proposed 
procurements, Sales, and Contract Awards. 

(b) Assist small-business concerns to locate subcontract work with Navy 
suppliers by— ; 

(1) Publicizing weekly unclassified contract awards valued at $25,000 and over 
in the Department of Commerce Synopsis. 

(2) Maintaining liaison with prime contractors in the area to locate and com- 
pile listings of subcontract opportunities. 

(c) Maintain liaison and close coordination with other military small-business 
specialists, and Federal, State, and local organization, through such media as 
the Armed Forces Procurement Area Councils, to achieve unity of effort on matters 
involving small business. 
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d) Review all policies, procedures, and statistics to improve opportunities for 
small business in the prime and subcontract area. 


P oposed Navy procureme nt ws public ized 


In the interest of giving small-business firms advance notice of propose d pro- 
curements, Navy purchasing activities publicize unclassified procurements valued 
at $10,000 and above in the Department of Commerce Synopsis of United States 
Government Proposed Procurements, Sales, and Contract Awards, a minimum of 
10 days prior to the issuance of invitations for bids o1 requests for proposals to 
give small firms not presently on the bidders’ list additional time for the prepara- 
tion of bids or quotations. 


Definition of small-business potential and procedures for classifying procurements 

To obtain realistic and uniform data concerning the extent of small-business 
participation in Navy procurement, all proposed contracts valued at $10,000 and 
above are screened by Navy small-business specialists to determine whether these 
contracts can be performed by small business. Contracts are classified as suscep- 
tible of performance by small firms—if the following conditions prevail: 

(a) Small business has at any time submitted a responsive bid or proposal] for 
the same supplies or services; and 

(b) Quantities required, tooling needed, the established delivery schedule, and 
factors of mobilization readiness, do not inherently preclude all small firms from 
competing for the procurement. 

If a new item is being procured, the small-business specialist will make a deter- 
mination as to whether such procurement is in the small-business potential by 
giving due consideration to past procurements of similar items, making reference 
to trade publications, and consulting with technical naval personnel having cog- 
nizance of the items. 

All procurements valued at $10,000 and above, which have been screened by the 
Navy small-business specialists, are covered by an individual procurement action 
report prepared by the contracting officers of the Navy purchasing activities 
This report indicates whether or not the Navy small-business specialist has marked 
the purchase as being in the small-business potential, and whether the firm re- 
ceiving the contract award is a large or small-business firm. These reports are 
used as the basis for the Navy’s procurement statistics. Procurement valued 
below $10,000 are also screened by the Navy small-business specialists for small 
business participation, but are not reported because, for ease of administration, 
it has been decided to consider all such purchases as being in the small-business 
potential. 


Navy position on present definition of small business 

ASPR 1-302.3 defines a small-business concern as any concern which, including 
its affiliates, employs in the aggregate fewer than 500 persons. It is recognized 
that this definition of small business, as presently contained in the Armed Services 
Procurement Regulation, is not entirely precise because of the substantial varia- 
tions in conditions in different industries. For example, in the automobile and 
parts industry, a concern employing 1,500 persons may justifiably be regarded as 
small. On the other hand, a producer of women’s suits and coats who employs 200 
persons is generally recognized as a large concern in that industry. 

The Navy is receptive to and will give careful consideration to any proposed 
revision of this definition which will classify small concerns for procurement pur- 
poses in a more realistic manner but at the same time will not be unduly burden- 
some and costly to administer. In the past, various proposed revisions of the 
current Department of Defense definition of small business have been considered 
by the military departments. All such proposals, however, involved the classifi- 
cation of each procurement into an exceedingly complex and argumentative 
industry, listing depending on the industry most likely to perform the contract. 
The extra administrative burden of such systems coupled with the inexactitude of 
result in a field where precision is essential to avoid serious disputes on awards 
have led the military departments to oppose the proposals heretofore made. 


Navy subcontract program 
It is the Navy’s policy to encourage small-business firms to participate in Navy 
procurement as subcontractors and suppliers to major Navy prime contractors. 
Many times small-business firms can find opportunities to act as subcontractors 
to major Navy prime contractors who are fasnichion supplies which cannot be 
made by small-business firms. This is especially true in the current fiscal year 
when the Navy is placing large dollar value contracts for aircraft, ordnance, ships, 
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and large electronic equipment, which require that the prime contractor have a 
large engineering or technical staff, as well as extensive production facilities. 
When the preponderance of Navy procurement is of this type, there is an obvious 
reduction in the percentage of small-business participation as prime contractors. 

The Navy has taken the following action to encourage increased subcontracting 
to small business by major Navy prime contractors: 

(a) The Assistant Secretary of the Navy (Material), as covered in his state- 
ment, has written to approximately 250 large Navy suppliers urging them to: 

(1) Reaffirm their support of the policy established by the Department of 
Defense of using small-business firms as subcontract sources to the maximum 
extent consistent with the efficient performance of a contract. 

(2) Utilize the available subcontract capacity of small business to meet their 
current operating requirements instead of expanding their facilities or recalling 
work heretofore subcontracted. 

(3) Establish a small-business program which would include the designation of 
procurement and production personnel at the executive level as small-business 
liaison representatives, and would provide an opportunity for qualified small 
firms to interview appropriate procurement and production personnel for the 
purpose of locating and obtaining subcontract work. 

(4) Provide to the Navy upon request, an estimate of the percentage of military 
prime contract dollars placed with small business through first tier subcontracts 

(b) Navy industry cooperation representatives in the various field inspection 
offices have been directed to maintain close liaison with prime contractors in their 
area with a view to expanding their current lists of subcontracting opportunities 
for small business. 

(c) The Director of the Procurement Division of the Office of Naval Material 
and I have visited selected major prime contractors throughout the United 
States to discuss their subcontracting policies and programs, to develop informa- 
tion on subcontracting trends, and to encourage maximum subcontracting. 

(d) The publication, Selling to Navy Prime Contractors, which contains a list 
of approximately 300 major Navy prime contractors who have agreed to place a 
maximum number of subcontracts with small business, will shortly be revised and 
reissued. More than 10,000 copies of this publication have been distributed to 
interested concerns, and many favorable comments have been received regarding 
its effectiveness as an aid to small firms seeking subcontract work. 

It should not be concluded, however, that industry has not been making exten- 
sive utilization of small firms for required subcontracting work. A recent Navy 
study indicated that: 

(a) A large Navy electronic prime contractor is allocating 50 percent of his 
subcontract dollars to small business concerns in 43 States. Approximately 80 
percent of 7,500 suppliers used by this company are small business. 

(b) A Navy prime contractor in the aircraft field has placed 55 percent of its 
sales dollar, or $125 million with small-business concerns during fiscal year 1954. 

(c) A Navy shipbuilder constructing landing ships, dock (LSD), has placed 36 

reent of its dollar purchases or $6 million with small firms in 25 States from 
Siaceh 1954 to October 1954. 

This study also indicated some of the economic reasons for the decline of sub- 
contracts placed with small business. 

Vickers Inc., Detroit 32, Mich._—‘‘To the extent that small business is able to 
price competitively, we are continuing to subcontract to them. You realize of 
course, that there is great pressure upon us to reduce our costs, and where we can 
do the manufacturing at a lower price, we feel it is necessary for us to do it.” 

Daystrom Electric Corp., Poughkeepsie, N. Y.—‘‘Because of the decline of our 
defense backlog, and to maintain our own skilled labor forces as a nucleus for 
future defense business, we are doing as much of our own work as possible within 
our own plant. Naturally, should our defense backlog increase (and we are 
constantly bidding for new business with the Bureau of Ordnance and Bureau of 
Ships) we shall extend our subcontracting operations.” 

The Navy views with concern any procedure which would make it mandatory 
by contract provision for prime contractors to subcontract any specified per- 
centage of their contracts to small-business concerns. Such a contract provision 
would throw doubt on the contractor’s responsibility for delays in delivery as well 
as on his responsibility in the event of the delivery of unsatisfactory material. 
It would probably expose the Navy to a multitude of claims based on unantici- 
pated excess costs of performance many of which would be exceedingly difficult to 
adjudicate with fairness. Under the best of circumstances it is difficult, because 
of the inherently complicated and novel nature of the things we buy, to achieve 
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timely delivery of good military products at a fair price. Our best assurance of 
achieving this result is to deal with competent and trustworthy firms, large or 
small, and to hold them accountable for results. Our ability to hold them ac- 
countable would be greatly diminished if we insist on compelling them by con- 
tract provision to subcontract a specified portion or percentage of the work in a 
manner contrary to their experienced industrial judgment. 


Statistics on Navy prime contract dollars and procurement actions placed with small 
business 

HNaSCS 
within the United States for new procurement. Small-business firms received 
3830,180,000 of these new procurement dollars or 17.5 percent in the form of prime 
contracts. These dollars awarded to small business represent 78.6 percent of the 
dollars considered by the Navy small-business specialists to be in the small- 
business potential. 

During fiscal year 1954 the Navy placed a total of 627,923 procurement actions 
\ total of 457,906 actions were placed with small business. This represents 72.9 
percent of the total procurement actions. 

For the first 6 months of fiscal year 1955 the Navy placed $2,907,328,000 for 
direct purchases within the United States for new procurement. Small-business 
firms received $334,903,000 or 11.5 percent of the Navy’s total direct purchases 
These dollars awarded to small business represent 78.1 percent of the dollars 
considered to be in the small-business potential. 

The decline in the percentage of prime contract dollars awarded to small 
business during the first half of this fiscal year is primarily due to the fact that 
more than 54 percent of the total dollars obligated for new procurement during this 
period was for aircraft and major components which were not susceptible of 
procurement from small-business concerns. In the prior fiseal year 1954, 41 
percent of the total dollars was obligated for aircraft for the same period. 

During the first 6 months of fiscal year 1955, the Navy placed a total of 326,443 
procurement actions. A total of 241,654 actions were placed with small business 
This represents 74 percent of the total procurement actions. 


During fiscal year 1954 the Navy placed $4,755,157,000 in direct purcl 


Statistics on Navy subcontract program 


\ recent Office of Naval Material subcontract study made during the period 
of October 1, 1954, to January 31, 1955, covering Navy procurement dollars placed 
in fiseal year 1954, disclosed that selected major Navy prime contractors were 
placing an estimated average of 15.7 percent of their military prime contract 
dollars with small business at the first tier subcontract level. These prime con- 
tractors had contracts for major end-items: such as aircraft, ships, ordnance and 
electronic equipment, and for construction work. The percentage placed with 
small business at the first tier level is a reduction since February 1954 the time of 
our last study. This decline is due in part to the reduced volume of military 
procurement resulting in prime contractors now having “open capacity’’ available 
for items heretofore subcontracted. The letter from the Assistant Secretary of 
the Navy (Material), heretofore referred to, was designed to encourage greater 
subcontracting by prime contractors in this situation. There are no exact 
statistics available for the percentages of our procurement dollar going to small- 
business firms as subcontractors below the level of the first tier although it is 
believed to be substantial. 


Relations with the Small Business Administration (SBA) 


The Navy has continuously maintained cooperative and harmonious relations 
with the Small Business Administration and has close liaison with that organiza- 
tion in regard to small-business matters. Since January 1, 1955, the Small 
Business Administration has established a liaison office in the Department of 
Defense to consult with the departments in the formulation and revision of small- 
business policies and procedures. The recently revised Navy directive on small 
business was coordinated with that office prior to its issuance and distribution. 

The joint determination program sponsored by SBA has been implemented 
within those major Navy purchasing activities wherein SBA representatives have 
been assigned and is operating satisfactorily. The program was established by 
section 214 of the Small Business Act of 1953 and authorizes the Small Business 
Administration representatives assigned to selected Navy purchasing activities 
and Navy contracting officers to screen jointly all proposed unclassified procure- 
ments valued at $10,000 and above to determine which of the proposed procure- 
ments screened will be reserved exclusively for small-business competition and 
participation. For the period of August 1, 1953, to January 31, 1955, a total of 
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$158,705,234 was restricted by the Navy for exclusive small-business participation 
under this program. The Navy has agreed to 1,411 of the 1,516 joint determina- 
tions initiated by the Small Business Administration representatives assigned to 
the selected Navy purchasing activities. This represents agreed determination 
in 93 percent of all joint determinations initiated in the Navy by the Administra- 
tion. 

The Office of Navy Small Business has been able during the past year to assist 
the Small Business Administration in the preparation of its publications, United 
States Government Purchasing Directory and United States Government Specifi- 
cations Directory. In many other operating areas a high degree of coordination 
has been attained with SBA. 


Effect on small business of recent directives dealing with maintenance of the mobiliza- 
tion base 


The Navy has issued appropriate instructions, copies of which are attached, 
(attachments (a) and (b)) to implement the policy set forth in Department of 
Defense Directive 3005.3 of December 7, 1954, Maintenance of the Mobilization 
Base. These instructions provide for a preaward review of all purchases of items 
on the preferential planning list to ascertain the extent to which it is feasible and 
desirable to integrate current procurement with industrial mobilization planning. 
Where it is important to maintain a mobilization base supplier, a price differential 
may be authorized. This review is conducted for the Assistant Secretary of the 
Navy (Material) by the Chief of Naval Material. Only five procurements of 
items on the preferential planning list have been effected since the issuance of 
Navy instructions implementing Department of Defense Directive 3005.3. In 
placing these procurements no price differentials were required, nor was there any 
conflict with our basic small-business policies. In fact, small firms received 2 


contracts out of the total of 5 procurements of items on the preferential planning 
list. 


Effect on small business of advertisement versus negotiated procurement 


It is the expressed policy of the Navy to use the formal advertising method of 
procurement to the maximum practicable extent. Formal advertising is prac- 
ticable when, (1) there are an adequate number of competent suppliers interested 
and able to compete, (2) no one supplier clearly has a major competitive ad- 
vantage, (3) definitive and final specifications are available and we are not seeking 
improvement in the military characteristics of the product during performance, 
(4) there is no military reason for awarding on any basis other than price com- 
petition and, (5) the urgency is not such as to preclude the time expenditure 
involved in formal advertising. Under these circumstances formal advertising is 
likely to produce an acceptable product at reasonable cost. It will be readily seen 
that these circumstances are also those which are most favorable to small-business 
participation. It should, therefore, not be concluded that advertising as such 
favors small business but only that items suitable for small business are also 
likely to be suitable for advertisement. 

When any of the above-mentioned conditions do not exist, it becomes necessary 
to negotiate contracts. The process of negotiation does not exclude small busi- 
ness, or exclude competition. The normal unclassified negotiation is publicized 
in advance, competitive quotations are encouraged and the results are made 
known publicly. Actually, a substantial proportion of our negotiated procure- 
ment is highly competitive. Where the specification cannot be made fully precise 
and final, as when we want to encourage and evaluate design advances, research 
or development; where the competitive situation is such as not to furnish assurance 
of equitable pricing without price review and negotiation; or where for military 
or industrial preparednesy reasons it is essential (under adequate safeguards) to 
obtain the product of a single manufacturer, the Government can obtain contract 
prices, terms and conditions which are more to its interest and more equitable 
through negotiation. 

During a period of national emergency the percentage of the Navy’s procure- 
ment dollar placed through negotiated contracts necessarily increases. This in- 
crease stems from the changing nature of the things we buy during such a period 
of emergency. Inevitably at such times we greatly increase the percentage of 
procurement of aircraft, aircraft engines, ships, large electronic systems, and major 
ordnance items, all of improving designs. We rarely have precise specifications suit- 
able for advertising such items and normally the available competition is not such as 
to provide any assurance that an initial fixed price quotation would be equitable. 
Such items can only be negotiated and most frequently cannot be produced by 
small business. 









serbian ah Sov Maik A A 


ere 








lee. Sic. aah ROAR Sat fe a 


oh SL iibicea. 


ee 


MILITARY PROCUREMENT—1955 107 


Since December 1950 negotiated procurement by the Navy has cited the ne 
tiation authoritv of section 2 (c) (1) of the Armed Services Procurement Act of 


if 


1947. This section authorizes procurement by negotiation when “determined to 
be necessary in the public interest during the period of a national emergency 
declared by the President or by the Congress.’’ The necessary secretarial deter- 
mination granting the authority to negotiate under 2? (« 1) was made on Decem- 
ber 18. 1950 and continues in effect. The need for the continuation of such a 
determination is being subjected to close examination periodically However 
Navy contracting officers are required either (i) to advertise formally i) to make 
a formal determination that negotiation is authorized under one of the specific 
exceptions permitting negotiation contained in sections 2 (c) (2) through 2 (c) 
(17) of the Armed Services Procurement Act. Only the heads of the procuring 
activities (bureau chiefs) or higher levels may make determinations for nego- 
tiating under the sole authority of section 2 (c) (1). Blanket approval has bee 
granted by the Secretary for using section 2 (¢ 1) as the sole authority for 


negotiating purchases in amounts up to $5,000 and for negotiating to s ipport small 
business joint determinations and setasides for labor surplus areas. | desire to 
introduce in the record the Navy’s directives covering this procedure (NCPD 
57-54 of April 1, 1954, and NCPD 69-54 of June 9, 1954). (See attachments (« 
and (d).) 

During the first 6 months of the current fiscal year small business received 
$192,512,000 in negotiated procurements as contrasted to $142,391,000 in pro- 
curements placed through formal advertisement. During the same period, small 
business received 73 percent of all negotiated procurements in the small-business 
potential as compared with 83 percent of all advertised procurements in the small- 
business potential. This does not necessarily indicate that small business is 
penalized in negotiated procurements but points up the fact that small business 
can usually submit the most competitive bid for relatively small and simple items 
with precise specifications which are almost invariably placed through formal 
advertising procedures. As I have indicated previously, the more complex and 
technical items for which no firm specifications exist must be procured by nego 
tiation. If one small-business concern in the country has demonstrated its 
ability to make an item required by the Navy, procurements of this item, generally 
are classified in the small-business potential. However, it can readily be see 
that the large number of big concerns competing for this type of procurement 
militates against the award to small business of as high a proportion of negotiated 
procurement adjudged in the small-business potential as is the case of formally 
advertised procurement similarly adjudged. 

The problem of year-end buying 

It is recognized that heavy year-end buying by the military departments may 
be detrimental to the interests of small business. As a result the Navy erdeavors 
to spread its procurement throughout the year at a uniform rate. The Navy 
has fully implemented section 726 of Department of Defense Appropriation Act 
of 1955 which provides that ‘‘Not more than 20 percent of the appropriations of 
this act which are limited for obligation during fiscal year 1955 shall be obligated 
during the last 2 months of the fiscal year.” In addition, the Navy Comptroller’s 
Office periodically reviews all obligations, by appropriations, to insure that such 
obligations are being effected at a reasonably uniform rate. If an unusual lag 
in obligations of funds for certain programs is noted by the Office of the Comptrol- 
ler it is brought to the attention of the Secretary of the Navy so that appropriate 
action may be taken at the secretarial level, to insure that contract obligations 
under major Navy programs are accomplished in a proper manner. 


Navy method of specifying material 


In the procurement of items for which there exists no applicable Federal, 
military, or Air Foree—Navy Aeronautic specification, purchase is made, in the 
following order of preference, by the use of: 

(a) An uncoordinated military specification; 

(b) A department specification; 

(c) A Bureau specification or; 

(d) A purchase gescription. 

A purchase description contains all the esssential requirements pertaining 
to the item. If because of technically involved construction or other sufficient 
reasons, such descriptions cannot be made, the item may be identified by using 
one or more brand names, together with the words “‘or equal’’ so as not to limit 
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competition to a particular brand specified. This action is authorized as an 
expedient only and recurring use of this practice indicates the need for a specifica- 
tion. Procuring activities have been directed to limit and control the use of 
purchase descriptions. Purchase descriptions and specifications are subjected to 
extremely close scrutiny before a procurement is effected. When in the opinion 
of a purchasing activity, specifications or purchase descriptions are not sufficient 
or adequate to enable contracting officers and suppliers to identify requirements 
with certainty, or when specifications or purchase descriptions are considered to 
be unduly restrictive in nature, it is mandatory that the originator of the purchase 
request be so advised and requested to modify the specification or purchase 
description. Although considerable attention is being given to the development 
of clear, concise, and nonrestrictive specifications, it is recognized that this is 
an area which merits continuous review and reappraisal to insure that small 


firms are not in any manner unjustifiably precluded from competing for Navy 
procurements. 


Establishment of delivery schedules 


It is my understanding that the committee is interested in the considerations 
and procedures which relate to the establishment of delivery schedules for 
materials procured by the Navy. 

The Chief of Naval Operations under the direction of the Secretary of the 
Navy, has the responsibility for determining the material requirements of the 
operating forces, including the order in which ships, aircraft, surface craft, 
weapons, and facilities are to be constructed, maintained, altered, and repaired. 
It is the responsibility of the bureaus and offices of the Navy Department to 
effectuate the procurement and distribution of the material required to support 
these requirements in accordance with the time schedule established by the 
Chief of Naval Operations. These schedules are of course not inflexible. They 
may be modified as the result of feasibility tests, changing strategic or tactical 
considerations, or the recommendations of industry. However, as soon as a 
firm decision is reached in this area, every effort must be made to obtain timely 
delivery of material, since it is frequently necessary that thousands of items 
must be delivered on interrelated schedules to achieve efficient end product 
production and to meet military demands. 

In general there are two basic reasons for effecting a procurement: 

(a) Program requirement.—An end item or a component is procured to meet 
the requirements of a current program, e. g., main propulsion turbines for new 
ship construction. 

(b) System requirement.—An end item or a component is procured for stocking 
or for replenishment purposes, e. g., repair and replacement parts for planes and 
ships. 

Whenever we are procuring an item in response to a ‘program requirement,”’ 
the delivery schedule must necessarily bear a direct relation to the time the 
particular component must be incorporated into an end item. In the construc- 
tion of ships and aircraft, work schedules are established calling for delivery of 
different types of items at specified phased intervals to insure continuity of pro- 
duction. If delivery schedules for a particular item are unreasonably extended, 
the result is increased cost to the Government and a “‘slippage’’ in production. 

Whenever we are procuring an item in response to a “‘system requirement,” 
the establishment of the delivery schedule is affected by various factors including, 
(1) urgency of requirement, (2) anticipated future requirements, (3) number and 
location of similar items presently in the Navy supply system, and (4) reserve 
quantity in the pipeline required to maintain a flow at the end of the line. 

Requisition requests for material submitted by afloat, continental. and extra- 
continental naval activities to appropriate Navy purchasing activities must con- 
tain a realistic deadline delivery date and a priority indicator which reflects the 
relative importance of the material. 

Delivery dates are established in such a manner as to allow supply activities a 
maximum of processing and shipping time consistent with the need for the material 
requested. A system of priority indicators has been evolved covering such re- 


quirements. This system calls for high level review and approval for the assign- 
ment of priorities which are high enough to require expedited delivery so as to 
preclude normal procurement and production lead times. 

In addition to the review procedures mentioned above, purchasing activities 
receiving apparently unreasonable requests from the standpoint of volume or 
delivery date requirements are authorized and encouraged to go back to the requi- 
sitioning activity for clarification and justification. 
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EXHIBIT 6 
(ATTACHMENT (A) 


DEPARTMENT OF THE NAvy, 
OFFICE OF THE SECRETARY, 
Washington, Jan sary S, 1955 
From: Assistant Secretary of the Navy (Material). 
To: Distribution list. 
Subject: Maintenance of the mobilization base. 





(14-203. 1] 


1. The purpose of this directive is to integrate Navy procurement policy with 
industrial mobilization plans in order to maintain a sound mobilization base. 


[14-203.2] 


2. Office of Defense Mobilization Order DMO VII-7, as amended, prescribes 
the Government policy for maintaining the mobilization base. With respect to 
current procurement, particular attention is invited to paragraph 3A which pro- 
vides in part: 

‘1, Procurement agencies shall integrate current procurement with their 
industrial mobilization plans to the greatest possible extent with the objective of 
supporting the mobilization base within authorities and funds available. 

“2. Data assembled on essential mobilization suppliers by the industrial 
mobilization planning of these agencies shall be used in planning current procure- 
ment. The policy of using contractors and facilities essential to the mobilization 
base is considered to be in the best interest of the Government. Suppliers that 
are deemed to be part of the mobilization base normally will be invited to partici- 
pate in appropriate current procurement.” 


[14—203.3] 


3. In furtherance of the above policy and to integrate current procurement with 
military mobilization plans, contracting officers of procuring activities (as defined 
in ASPR 1-201.3) of the Department of the Navy and major field purchasing 
activities of the Bureau of Supplies and Accounts will ascertain whether or not 
each proposed procurement is for an item contained in the Department of Defense 
preferential planning list, and, prior to the procurement of any such item, regard- 
less of dollar amount, will submit a request for clearance (NAVEXOS Form 
2760) to the Chief of Naval Material who is hereby designated to review all such 
proposed procurements. The business clearance memorandum will indicate (1) 
the notation ‘Item on DOD preferential planning list’’ across the top of the 
column entitled ‘“‘Material”’; and (2) under the subparagraph ‘“‘selection of source”’ 
the consideration given to all of the following factors and the results of such 
consideration: 

(a) Maintaining multiple sources of supply; 

(b) Geographic dispersal; 

(c) Avoidance of undue concentration of contracts in a few leading suppliers; 

(d) Multiple awards; 

(e) Preservation of essential skilled labor forces; 

(f) Utilization of existing open industrial capacity; 

(g) Preservation of essential management organization and know-how; 

(hk) Maximum subcontracting; and 

(2) Any other factors relevant to maintaining a sound mobilization base. 


[14-203.4] 


4. In carrying out this program it is expected that the authority contained in 
sections 2 (c) 1 and 16 of the Armed Services Procurement Act will be utilized. 
In this connection comparative price experience shall be utilized to negotiate the 
best possible price for the Government. 


[14~-203.5] 


5. The Chief of Naval Material will report a tabulation of actions taken 
pursuant to this directive to the Assistant Secretary of Defense (Supply and 
Logistics). Such reports shall be submitted at least every 90 days. 
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6. This directive implements DOD Directive 3005.3 of December 7, 1954. 
All previous directives regarding mobilization planning are being reviewed by the 
Department of Defense in conjunction with the military departments to ascertain 
any inconsistencies with the policy enunciated herein. Regardless of any previous 
policy, the provisions of this directive are effective immediately. 


7. Copies of the DOD preferential planning list will be forwarded to contracting 4 
officers enumerated in paragraph 3 above, as soon as such become available. ; 
R. H. FoGuier. | 

ExuHisIt 7 i 


(ATTACHMENT (B)) 


DEPARTMENT OF THE Navy, 
OFFICE OF THE SECRETARY, 
Washington, February 28, 1966. 
From: Assistant Secretary of the Navy (Material). 
To: Distribution List. 
Subject: Maintenance of the mobilization base. 


1. The purpose of this directive is to revise NPD 14-203 (NCPD 35-55 of 
January 3, 1955) to incorporate additional reporting requirements. 
2. Effective upon receipt, NPD 14~-203.3 is hereby revised to read as follows: 


[14-203.3] 


‘*3. In furtherance of the above policy and to provide a review of proposed 
procurement of items contained in the Department of Defense preferential plan- 
ning list, contracting officers of the Department of the Navy, prior to making a : 
new contract of $10,000 or more for any such item, will submit a request for j 
clearance (NAVEXOS form 2760) to the Chief of Naval Material, who is hereby ‘ 
designated to review all such procurements. The business clearance memorandum 
will include the information called for below. 

“‘(a) Across the top of the column entitled ‘ Material,’ place the notation 
‘item on DOD preferential planning list’ and the PPL number of the item. 

‘*(b) Under the subparagraph ‘selection of source’: 

‘*(1) Indicate when the award is proposed to a new producer and involves no 
price differential (a new producer is one not currently under contract to produce 
the particular PPL item for the Navy, whether or not the company has previously 
had such a contract). 

‘*(2) Indicate when the total contract price is in excess of the lowest price 
available to the Government for the desired quantity and delivery schedule from 
another potential supplier, if such price differential is for purposes of maintaining 
the mobilization base, and give the estimated price differential. 

‘“*(3) Indicate the consideration given to the following factors and, with respect 
to those contracts awarded at a differential, the factors controlling in the decision 
to award: 

““(a) Maintaining multiple sources of supply. 

‘*(b) Geographic dispersal. 

‘““(c) Avoidance of undue concentration of contracts in a few leading suppliers. 

‘“(d) Multiple awards. 

“‘(e) Preservation of essential skilled labor forces. 

“(f) Utilization of existing open industrial capacity. 

‘“‘(g) Preservation of essential management organization and ‘know-how.’ 

“‘(h) Maximum subcontracting. 

““(7) Any other factors relevant to maintaining a sound mobilization base.” 


R. H. FociEr. 
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Exuisit 8 


(ATTACHMENT (C)) 
NCPD 57-54 
[NPD 15-101 
DEPARTMENT OF THE NAVY, 
OFFICE OF THE PF ECRETARY 
Washington, D. C., April 1, 19 
From: Secretary of the Navy. 
To: Commandant of the Marine Corps 
Chiet of Naval Material. 
Commander, Military Sea Transportation Service 
Chief of Naval Personnel. 
Chief, Bureau of Yards and Docks. 
Chief, Bureau of Ordnance. 
Chief, Bureau of Ships. 
Chief, Bureau of Supplies and Accounts. 
Chief, Bureau of Medicine and Surgery 
Chief, Bureau of Aeronautics. 
Chief of Naval Research. 
Director, Armed Services Petroleum Purchasing Agency 


Subject: Negotiated Procurement During the Present National Emergency. 


(15-101.1] 


1. Effective May 1, 1954, all negotiated new procurenent (including new 
procurement made by contract amendments) shall be effected under the authority 
of section 2 (c) (1) of the Armed Services Procurement Act, (Public Law 413, 
80th Cong., 2d sess.) and said section shall be cited as the authority for negotia- 
tion on the contract cover sheet or purchase order. The Secretarial determination 
of December 18, 1950 (15—101.7), granting the authority to negotiate under 
section 2 (c) (1) continues in effect. However, the need for the continuation of 
such determination will be reexamined periodically. 


[15-101.2] 


2. All contracts and purchase orders entered into by means of negotiation 
will cite section 2 (c) (1) as the negotiation authority. Except as otherwise 
provided in this directive, a memorandum for the file shall be prepared for each 
negotiated procurement justifying the use of negotiation. These memoranda 
shall utilize as the negotiation authority the particular subsection of 2 (c) under 
which the procurement would have been negotiated had section 2 (c) (1) not 
been available for use, and shall be prepared according to the following criteria 

(a) Where section 2 (c) (2) or section 2 (c) (10) is used as the basis for negotia- 
tion, the memoranda are to be signed by the contracting officer executing the 
contract or purchase order. 

(6) A memorandum is not required for procurement utilizing sections 2 (¢) (3 
through 2 (ce) (9) as the basis for negotiation. 

(c) Where sections 2 (c) (11), (12), and 2 (c) (14) through (17) are used as the 
basis for negotiation, the memoranda are to be signed by the head of the contract 
section or purchase division, or by the head of an equivalent division or section, in 
the case of a procuring activity and by the head of the purchasing activity in the 
case of field purchasing activities. 

(d) Where section 2 (c) (13) is the basis for negotiation, the determination, as 
required by SeeNav Instruction 5711.1 of March 6, 1954, will be attached to the 
purchase requisition or MIPR for retention in the contract files of the purchasing 
activity. 

(e) Where the procurement requires contract clearance a copy of the memoran- 
dum shall be forwarded to the Office of Naval Material, accompanying the ‘“Re- 
quest for Authority to Contract,’’> NAVEXOS 2760. 

(f) Where section 2 (c) (2) or 2 (ce) (10) through 2 (ce) (16) are used as the basis 
for negotiation, NPD 2-300 shall be used as a guide in the preparation of the 
memorandum. It is contemplated that such memoranda will be prepared with 
the same care and in substantially the same form as if these sections were being 
cited as the authority for negotiation rather than section 2 (ec) (1). In procuring 
activities and offices to which counsel are assigned, the required memoranda 
justifying negotiation under section 2 (c) (1) and sections 2 (ce) (11) through (17) 


shall be reviewed and approved by counsel. j 
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(15~101.3] 





3. Except as provided in paragraph 4 below, in those instances where the deci- 
sion to negotiate cannot be justified on any basis other than section 2 (ce) (1), and 
it is nevertheless important that the contract be negotiated, the determination to 
negotiate the contract or purchase order under section 2 (ec) (1) shall be made 
only by the head of the procuring activity and the memorandum in justification 
thereof shall be signed by such head. The head of the procuring activity may not 
delegate this authority without the prior approval of the Assistant Secretary of 
the Navy. 


[15-101.4] 


4. In the following instances, section 2 (c) (1) may be utilized as the negotiation 
authority and a determination by the head of the procuring activity to negotiate 
the contract or purchase order under section 2 (c) (1) is not required 

(a) Where set-aside portions of procurements for negotiation exclusively with 
firms located in labor surplus areas are made in accordance with the policy and 
procedures set forth in ASPR 1-302.4. In these instances a memorandum will 
be prepared to indicate that the procurement has been negotiated under section 
2 (c) (1), based on a determination to set aside a portion of the procurement for 
negotiation exclusively with firms located in labor surplus areas. 

(b) Where the total amount of the contract or purchase order is not in excess 
of $5,000. In these instances section 2 (c) (1) may be utilized as the authority 
to negotiate and a memorandum in justification of the use of section 2 (c) (1) 
need not be made. 


{15—101.5}) 


5. In the preparation of the ‘Individual Procurement Action Report’? DD 
Form 350, the procuring activity shall check block 2 of item 16, and in the space 
provided next to the word “other’’ list the exception which would have been used 
had section 2 (c) (1) not been available. Block 1 of item 16 will be checked only 
in those cases discussed in paragraph 15-101.3. Whenever this block is checked, 
the date of the approval by the head of the procuring activity of the 2 (ce) (1) 
justification will also be noted in item 24. Subblocks 1 and 2 of item 16, identify- 
ing the grantor of the authority to negotiate, will no longer be completed. 


[15-101.6] 


6. With the exception of 15-101.7, NPD 15-101 (NCPD 40-51), is hereby 
superseded and canceled. 
R. H. Focier, 


Assistant Secretary of the Navy. 


EXHIBIT 9 
(ATTACHMENT (D)) 


DEPARTMENT OF THE Navy, 
OFFICE OF THE SECRETARY, 
Washington, June 9, 1954. 

From: Secretary of the Navy, 
To: Commandant of the Marine Corps 

Chief of Naval Material 

Commander, Military Sea Transportation Service 

Chief of Naval Personnel 

Chief, Bureau of Yards and Docks 

Chief, Bureau of -Ordnance 

Chief, Bureau of Ships 

Chief, Bureau of Supplies and Accounts 

Chief, Bureau of Medicine and Surgery 

Chief, Bureau of Aeronautics 

Chief of Naval Research 

Director. Armed Services Petroleum Purchasing Agency 
Subject: NPD 15-101 (Negotiated procurement during the present national 

emergency); amendment to 

1. The first sentence of NPD 15-101 is hereby amended to read as follows: 
“1. All negotiated new procurement initiated on or after May 1, 1954 (including 

new procurement made by contract amendments), shall be effected under the au- 
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thority of section 2 (c) (1) of the Armed Services Procurement Act (Public 
413, 80th Cong., 2d sess.), and said section shall be cited as the authority for 
negotiation on the contract cover sheet or purchase oraer * 2 3,” 

= NPD 15—101.3 is hereby amended by the deletion of the followin words 
“or purchase order.”’ 

8. NPD 15-101.4 is hereby amended by the addition theret f the fo 
subparagraph ec: 

““C. Where a small business joint determination has been made in accordance 
with section 214 of the Small Business Act of 1953 (Public Law 
Ist sess.).”’ 


( : 
Assistant Ne et i of the N 


Senator SMaTHERs. I thank you, gentlemen. 

May I just say this, Mr. Secretary. I think all of you have made 
a very fine presentation. I thought the Army had. But I think 
yours is equally as good if in some cases not better. We ought to 
write a letter to Secretary Higgins and suggest that he follow the 
same practice which Secretary Fogler has followed in writing letters 
to these people, urging subcontracts to small business. I think that 
the interest which you evidenced will mean a lot to small business. | 
think we have the law and the machinery set up. It is now just a 
case of intent and willingness to go out and battle for it. If every- 
one does, I am satisfied that small business will get its fair and pro- 
portionate share of the work. That is what we want to accomplish. 

Thank you very much for coming up. 

Mr. Forsyte. Tomorrow the Air Force will testify, and we will 
hold our hearing in P-38 of the Capitol, which is the District of 
Columbia Committee room. 

(Whereupon, at 12:20 p. m. the committee adjourned, to reconvene 
Friday, April 22, 1955.) 














MILITARY PROCUREMENT—1955 


FRIDAY, APRIL 22, 1955 


Unitep States SENATE, 
SUBCOMMITTEE ON MILITARY PROCUREMENT 
OF THE COMMITTEE ON SMALL BUSINESS, 
Wash ington, dD. C. 

The subcommittee met, pursuant to recess, at 10:15 a. m., in 
room P-38, United States Capitol Building, Senator Smathers 
presiding. 

Present: Senator Smathers. 

Also present: Robert Forsythe, chief counsel; Walter B. Stults, staff 
director; and William D. Amis, professional staff member. 

Senator SMATHERS. The meeting will come to order. 

This morning we will hear from the Air Force. 

Our first witness will be Assistant Secretary Roger Lewis. 

Mr. Lewis, we are glad to have you here. 


STATEMENT OF HON. ROGER LEWIS, ASSISTANT SECRETARY OF 
THE AIR FORCE (MATERIEL), ACCOMPANIED BY BRIG. GEN. 
THOMAS P. GERRITY, DIRECTOR OF PROCUREMENT AND 
PRODUCTION, HEADQUARTERS, UNITED STATES AIR FORCE; 
KENNARD WEDDELL, ASSISTANT FOR SMALL BUSINESS, 
HEADQUARTERS, UNITED STATES AIR FORCE; MAURICE L. 
JOHNSON, EXECUTIVE FOR SMALL BUSINESS, HEADQUARTERS 
AIR MATERIEL COMMAND; AND MAX GOLDEN, DEPUTY FOR 
PROCUREMENT AND PRODUCTION, OFFICE OF THE ASSISTANT 
SECRETARY OF THE AIR FORCE (MATERIEL) 


Mr. Lewis. I am glad to be here. With your permission, I will 
read a statement. 

I am happy to be able to outline to this committee the philosophy 
and policies of the Air Force with respect to the participation of 
small business in Air Force procurement. In particular, we plan 
today to show you the accomplishment of the Air Force, since last 
year’s presentation to your committee, in carrying out the congres- 
sional desire that a fair share of Government contracts be awarded 
to small business. I would like to stress, Mr. Chairman, that this 
policy of giving small business a fair share in defense production is 
not only good for small business and good for the country as*a whole, 
but is good for the Air Force. Our compliance with the desires of 
Congress on the question of small-business participation has, therefore, 
been both enthusiastic and impressive. 
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The Air Force is faced with a rather difficult problem in affording 
small business an equitable opportunity to compete for Air Force 
business. As you know, the Air Force does not buy food or clothing 
or the general line of commercial items which are characteristically 
made by small business. These items are purchased for us by the 
Army and Navy, or from schedules established by the General Services 
Administration. Our field is the highly specialized one of procurement 
of aeronautical equipment and related items, all of which are rapidly 
becoming more complex. 

Rather imaginative measures have to be devised and cranked into 
our procurement system to overcome this obstacle to small-business 
participation in Air Force business. I think the Air Force has effec- 
tively overcome this obstacle. I know that our small-business pro- 
gram is becoming more effective each year. I would like, therefore, 
Mr. Chairman, to tell you about some of the specific things we are 
doing to keep the procurement door open to small business. 

In view of the type of equipment we purchase, our greatest empha- 
sis has been placed on getting the large prime contractors to utilize 
small-business concerns, to the maximum extent possible, as sub- 
contractors and suppliers. ‘To accomplish this, we established small- 
business offices in the Air Force, headed by Mr. Weddell, who is with 
me today and will tell you more about the Air Force program in a 
few minutes. 

Incidentally, I would like to remark, Mr. Chairman, that we in 
the Air Force feel particularly pleased to have Mr. Weddell’s serv- 
ices. He has been a small-business man himself, was in the small- 
business activity all through World War II, and he has been with us 
for 4 years. He is not only outstanding in the field of small business, 
but he is one of our outstanding public servants in the Air Force. [| 
think a great deal of the credit for the enthusiasm and imagination 
of the Air Force program does go to Mr. Weddell. 

Our small-business specialists have been carefully integrated into 
the procurement and production organization. 

In midsummer of 1951 we requested by letter all of our prime con- 
tractors to join with us in our small-business efforts. At that time 
we asked each prime contractor, in the carrying out of the small- 
business subcontracting clause which they had accepted in their 
contracts, to assign a top official for small-business liaison with the 
Air Force. 

Our contractors were also asked to set up their records so that they 
would know whether or not their own prospective procurement 
sources, or actual sources, were small-business concerns. A survey 
committee of four from industry was established at the same time to 
range the country. After taking a firsthand objective look at the 
situation, this committee made its report to the procurement secretary. 

Following this report, and largely as a result of it, our small- 
business subcontracting program began to take shape. Meetings 
were held across the country, attended by every one of our more than 
800 large prime contractors, plus many of their major subcontractors. 
These meetings led, a year ago, to my establishment of an Air Force 
advisory group on small business. This group was made up of the 
four industry members of the earlier survey committee and represen- 
tatives of 11 of our large contractors, plus 1 from the public at large 
representing no particular company or industry. This group has 
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met with us here in Washington quarterly, and it represents a cross 
section of large contractors of the Army, Navy, and Air Force, whose 
experience in dealing with small business is inv: aluable to us in formu- 
lating reasonable and practic ‘al means of carrving out oul small- 
business program. 

It was this group which, at our request, developed a means by which 
prime contractors and their major subcontractors could provide re- 
curring reports of commitments to small-business concerns without 
imposing a tough reporting burden on our contractors. And it was 
this same industry group which helped work our the concept of each 
contractor conducting, on his own, a specific small-business program 
designed to carry out the congressional intent of affording small 
business an equitable opportunity to compete for defense business. 

These achievements of our advisory group on small business were 
duly reported to the Department of Defense, in full recognition that 
they could better be carried out uniformly on a three-service basis. — It 
is gratifying to note that, in the main, the achievements of this ad- 
visory group are important elements in the new Department of 
Defense Instruction on Small-Business Subcontracting Policy just 
announced to this committee by Secretary Pike." 

All materiel activities of the Air Force, including, of course, re- 
search and development come within the scope of our small-business 
policy. I understand your committee has scheduled a separate 
hearing on small-business participation in research and development, 
and I can assure you that you will find that the Au Research and 
Development Command is keeping pace with our overall effort. 

Aside from our energetic efforts in the subcontracting area, there 
are several other areas in which small-business opportunities are 
opening up and are being encouraged. The vastly increased complex- 
ity of new aircraft and related equipment being brought into our 
inventory has placed an unprecedented burden on our depot-main- 
tenance activities. ‘To meet this burden, we have found it necessary 
and desirable to make greater use of commercial maintenance and 
overhaul facilities. 

The percentage of depot maintenance and modification accomplished 
by contract has been steadily rising. During fiscal year 1955 we have 
accomplished contract maintenance and modification of aircraft and 
related items in an amount in excess of one-half billion dollars. This 
next fiscal vear the figure is expected to be even higher. I might say 
in that connection that we have put a certain model of jet engines 
out for a rather large subcontract program and one of the companies 
which won the major share of that business, was a small business, and 
to me it is rather striking that in something as complex as engine 
overhaul, vou could find a small business that could do the job. 

Senator SMATHERS. Fine. 

Mr. Lewis. They licked a rather formidable list of competitors, 
I can assure you. 

Senator SMATHERS. Good. 

Mr. Lewis. Another area in which opportunities for small business 
are continually growing is in our local purchase activities. Our local 
purchase program enables each Air Force installation to procure its 
own requirements in lieu of submitting such requirements to a desig- 
nated point for consolidation, centralized procurement, and storage 
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and issue. At the inception of the program in 1952 there were ap- 
proximately 78,000 items coded for local purchase in the Air Force. 
This number has been increased steadily until today there are ap- 
proximately 135,000 items coded for local purchase. 

We are convinced that we have substantially increased the oppor- 
tunities of small-business concerns to participate in Air Force procure- 
ments through this local purchase program since the majority of such 
procurements are accomplished within the local trade area. 

New opportunities for small business are also opening up in the 
civil-aviation industry. Recently, the Air Force inaugurated a pro- 
gram for the domestic transport of engines and equipment of high 
value by commercial aircraft. Competition for this business among 
noncheduled airlines has been keen. Air Force requirements in this 
area are growing; you may be assured that small business will be 
given an equitable opportunity to compete for this business. 

As an aside, I would like to say that the Air Force has since the end 
of the war leased or sold World War II transport airplanes largely to 
very small operators, and that these operators have become an impor- 
tant segment of the airline industry, and most of them are strictly 
small business. 

You might also be interested in knowing that the Air Force recently 
completed its consolidation of regulations into one regulation, the Air 
Force procurement instruction. Formerly, to acquaint himself with 
Air Force procedures, a businessman might have had to hunt in 3 or 4 
different regulations. Many of them were not so published as to be 
available to businessmen. We believe that the consolidation of these 
regulations should make doing business with the Air Force easier, 
particularly for small business. 

Mr. Chairman, I would like to summarize the accomplishments of 
the Air Force by pointing out a rather impressive fact. You gentle- 
men have been most aware, as has the Air Force, that with the 
reduction in defense spending there has appeared a tendency for large 
contractors to pull back into their own factories certain business which 
previously had been subcontracted out. In order to head off such a 
result, the Air Force has increased its efforts to assure that prime 
contractors are continuing to adopt and to carry out their small- 
business programs. We are meeting with success, Mr. Chairman. 

From the samplings we have to date, we have not found a fall-off 
in subcontracting by major prime contractors of the Air Force. In 
addition, even though the dollar amount of contracts awarded to 
large business in calendar year 1954 decreased by 61 percent over 
calendar year 1953, the contracts awarded by the Air Force to small 
business in 1954 decreased by less than 10 percent. 

I would like, Mr. Chairman, to introduce Mr. Weddell to you, who 
will proceed to outline the Air Force small-business program in greater 
detail. 

Senator Smatuers. Thank you very much, Mr. Lewis, but before 
you do that, I would like to ask you 2 or 3 questions. 

Mr. Lewis. Yes, indeed. 

Senator SMatHers. You stated that in midsummer of 1951 you 
requested by letter all of your prime contractors to join with you in 
your small-business effort. Since 1951 have you, or anyone of 
importance in the Air Force, written a similar letter to the contractors? 
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Mr. Lewis. Let me answer that this way. We recognized early 
that our problem was a little different than the problem of the other 
services because most of our procurement is for large items which we 
must place with large companies. 

We realized if we were going to get out and do something about the 
small-business problem in the Air Force, we would have to do it 
through these primes. 

First, we urged them to do so. We have certain requirements in 
each contract with them which tells them what we expect them 
to do. But over and above that, just last year we organized a com- 
mittee, this Advisory Committee on Small Business, which I have 
mentioned—the composition of the committee is somewhat interesting 
in that we selected the procuring officers from these big primes to 
be members of this committee. 

We not only told the prime contractors that we expected them to 
meet the small-business objectives, but we asked them to come in 
and meet with us quarterly, which we did, and we asked them to 
come up with programs by which they could increase small-business 
participation—they and all industry. 

It was the result of this meeting and this effort that you heard 
discussed by Mr. Pike the other day, these people came up with a 
reporting system and a plan for getting a small-business program 
developed, submitted and approved by the Air Force. 

I would like, if I may, Mr. Chairman— 

Senator SMATHERS. Sure. 

Mr. Lewis. Just say one other word. 

I have myself attended each of these quarterly meetings. In 
addition to that, I have spoken to small-business groups in the 
principal cities where we have major contractors, to both large and 
small. I feel that throughout the Air Force, in the civilian and in the 
military side of our house, that we have done everything that could 
be done to show that it is an earnest desire of the Air Force to see 
that small business participates. 

We felt that we had to overplay rather than underplay a demon- 
stration of that attitude because we cannot control the actual place- 
ment of the business in that it largely goes through a prime con- 
tractor. 

Senator SMatHers. We understand that you have a problem which 
is probably greater than that of the other services for the reason 
which you point out. I wondered why, when you formed this group, 
you didn’t have some representative of small business on it. 

Mr. Lewis. Well, we do have. 

Senator SMATHERS. You previously mentioned it is made up of the 
procurement officers of large contractors. 

Mr. Lewis. There are 16 men on that committee. There are four 
members who were on the original survey team. ‘Two men are small- 
business men. The man representing the public is a professor at 
Harvard. Really it was an enlargement of the committee and was 
made at—we may not have it composed just this way next year— 
but this was directed at getting the people who actually do the 
procurement in these big contractor plants to come in and take a part 
in this program. 

Senator SMatHErs. The only reason I bring this up is because the 
testimony we had yesterday from Mr. Pike and from the Secretary 








120 MILITARY PROCUREMENT—1955 


representing the Navy, Mr. Fogler and Mr. Higgins, each of them 
indicated that they had, themselves, written letters to their prime 
contractors, urging them to subcontract to small business as much 
of their business as it was possible and practical to do. 

Yesterday, Mr. Fogler had 66 letters that he received back. If 
you wrote a letter to me as a prime contractor getting ready to bid 
on some more Air Force work, stating that the 1947 law requires that 
any kind of business that is possible to go to small business should 
go to small business, I think it would make an impression on me. 
This would be particularly true if you stressed the fact that you were 
serious about enforcing the provisions of the law to insure that as 
much as possible of this work be subcontracted to independent small 
business. 

It seems to me this approach would be more effective than meetings 
where you put out rather meaningless, general directives. The point 
I would like to emphasize is that these meetings are not quite as 
impressive on the contractor as a letter from you would be. I would 
like to suggest that as a possible thought. It appears to me it would 
be something for you to consider. again since you considered it was 
practical in 1951. 

Mr. Lewis. I welcome the suggestion. This is a question of tech- 
nique. We have done another thing. I am sure a letter would be 
helpful, and I am sure I will see that one gets out. 

Senator SmatrHErRs. The only reason I raise it is that we heard it 
from other witnesses who apparently had more success with the direct 
approach than the group-directive method. They also had some 
groups for. Iamsure that they can do a great deal of good. We are 
interested in hearing Mr. Weddell and what he has to say further. 

Mr. Forsytue. Mr. Secretary, are you going to go into the 
weapons-system concept after Mr. Weddell presents his policy? 

Mr. Lewis. I will be glad to do that. 

Mr. Forsytur. Would you do it now? 

Senator SmMatHERs. Why don’t you do it now? 

Mr. Forsytue. We can go back to the meeting we had with Mr. 
Lewis one day on several matters and we told him at that time that we 
thought it would be helpful to the committee if he would explain it to 
us because in the trade magazines and trade press there has been a good 
deal of publicity given it. We know, for instance, in Aviation Week 
they have had some comments and stories on the raids the airframe 
corporations are making in certain allied fields and the inference, at 
least in the trade press, is that it is a direct result of this new system. 

We have heard of cases of flight simulators for instance, which used 
to be separately contracted for and now the prime is going into the 
production of those in certain areas so we thought it would be helpful, 
in view of the pressure in the trade press and some of the complaints 
we are getting, if this system were explained by the Secretary. 

Senator Smatuers. Let me see if I understand first what this prob- 
lem is. As I gathered from our little visit on the way over here this 
morning, the Air Force used to go out, as I understand it, and make a 
prime contract, we will say, for airframes with one particular company. 

Then the Air Force would themselves contract with other concerns 
to put all the allied equipment, the necessary equipment which went 
on it. 
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As I understand it, what vou are saving, Bob, is that they have 
changed their policy. Today they issue a prime contract for air- 
frames with one concern and then say to that one concern, now, you 
go out and contract for all the allied equipment which will finally make 
the airplane. 

Mr. Forsytue. That has been our understanding and that is what 
we want to confirm and verify. 

Senator SMATHERS. It is evident that you see it as far as small 
business is concerned—It may be more economical, | don’t know 
We will have to find out. The evil that vou say results from the fact 
that the prime contractor rather than going out and letting subcon- 
tracts, just sets up a new corporation or maybe a new part of his own 
business, thus keeping the business within his own organization 

Mr. Forsyrue. There is enough indication to worry us about it 

Senator SmatTHerS. Yes. Mr. Secretary, could we get your com- 
ments on that particular problem? 

Mr. Lewis. Yes. 

I am very happy to discuss it with the committee because we read 
these same things and hear these same observations and we want 
people to have the accurate story. 

Actually there is nothing new about the weapons systems concept, 
except perhaps the prominence that is being given its name. 

Senator SMATHERS. What is its name? 

Mr. Lewis. The weapons systems concept. When I came into 
this business 20 years ago, in the airframe business, we built the air- 
frame and the Government furnished the starters and the engines and 
in some cases the radio, and through World War II and the Korean 
war the Government did the same thing and in 1955 we are doing the 
same thing. 

So it is not true that this represents a departure from the Govern- 
ment-furnished equipment approach to this business. 

Where engines are used in more than one airplane, clearly the Gov- 
ernment has to control the procurement so we have standardization 
and we get a better price and we can do better scheduling and so forth. 

The reason that the words ‘“‘weapons systems concept” have 
gotten to be important is because airplanes in the last 10 or 15 years 
have become exceedingly complicated. 

They are no longer a matter of taking a wing and putting some 
power on it and maintaining air superiority just because you fly 
faster. Today in modern warfare to stay ahead, you have a com- 
plication of electronic and fire control, radar. You have the climate 
the man has to operate in. He flies from sea level to 50,000 feet. 
He goes through a wide range of temperature. He is moving so fast he 
can hardly see his enemy. 

An airplane is no longer an airframe and an engine. It is a com- 
plicated weapons system and if an electronic tube doesn’t work or if 
an engine fails or if for one reason or another, the control system 
fails to operate, the whole military worth of that product comes apart. 

We found early that the only way to get a good weapon was 
to place the responsibility for selecting these thousands and thous: nds 
of different components balancing the ir design, so that when the United 
States Air Force used its money and put the airplane in the inventory 
it would work as a weapon. 
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And that is all weapons systems mean. It is the same thing we 
have been doing. We always really looked for a man to do his job, 
but it was not as important. 

He did not have as many areas to cover. That has not violated 
the principle of using Government-furnished equipment to the extent 
that is practical. 

The reason that there is some emotion about it now is the fact that in 
the Air Force program, we have been through the stage of building the 
137-wing Air Force. We are now going from the inventory creation 
stage to the inventory maintenance stage and our requirements of 
airplanes, weapons in terms of monthly rates is way less than that 
has been and there is a general shrinkage of business. 

I wouldn’t say to you, Mr. Chairman, that there had not been in 
fact abuses by the primes of this weapons system in a sort of a desire 
to keep their own workload level at the expense of their suppliers. 

But I don’t think it is anywhere near as widespread as some people 
have indicated. I feel that much of the disappointment that small 
business, and large business, mind you we get much more complaint 
from large business about the weapons system concept, it is the people 
who make the instruments and the other things that complain more 
than small business. 

I think it is more a matter of their trying to seek out a rationalization 
of the big adjustment that has taken place in the Air Force procure- 
ment and a little suspicion that maybe they don’t know all that is 
going on and this is being worked to their disadvantage. 

However, the Air Force realizes that that is a responsibility while 
at the same time it buys a weapon and does give this manufacturer 
the responsibility of choosing and procuring and balancing the com- 
ponents, nevertheless the Air Force does have a responsibility to see 
that that work is spread out in accordance with sound procurement 
policies and we have to have evened up our approach to it, we have to 
have evened up our nena of the contractors’ application of the 
weapons system. 

He no longer can just buy wherever he would wish as at one time 
he was inclined to do. 

He must come in with a procurement plan with us and he must 
get it approved as to soundness and submit his bid to us for approval. 

I feel we must have the weapons-systems approach to procurement. 

We will not get good military supplies if we do not. On the other 
hand I think we must recognize and we do recognize that this does not 
absolve the Air Force procurement officers from a responsibility to 
see that the primes do that in accordance with sound principles. 

Senator SMarHeERs. I am reluctant to ask too many questions now 
because I believe we are probably getting ahead of your story and the 
General and the rest of the gentlemen will have the answers. 

Who actually lets the contract? Do you have a group of men that 
perform this duty or do you do it as an individual? 

Mr. Lewis. No. We have such a large procurement program that 
my responsibility is one of determining policy y. I watch the very big 
procurements and have a hand in negotiation of some of them. And 
in my office we deal with complaints and problem areas that arise, and 
we find that a very good way to know what is going on. 

The actual procurement is done at Air Materiel Command, W right 
Field. I delegate the procurement authority to this man heading that 
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office and we run all our procurement from that office, except tat that 
officer redelegates his smaller procurement to the smaller procurement 
officers. 

Senator SMaTHERsS. At Wright Field do you have small-business 
representatives there who have an opportunity to look over these 
contracts before they are let? 

Mr. Lewis. Absolutely. We will deal with that later in the pres- 
entation. We have the man here who does that: 

Senator SMATHERS. Let’s go ahead with the next witness because I 
think many of these questions will be answered by these gentlemen. 

Mr. Lewis. This is Mr. Weddell, Mr. Chairman. 


TESTIMONY OF KENNARD WEDDELL, ASSISTANT FOR SMALL 
BUSINESS TO THE DIRECTOR OF PROCUREMENT AND PRODUC- 
TION, HEADQUARTERS, UNITED STATES AIR FORCE 


Mr. Weppe.u. I am Kennard Weddell, Assistant for Small Business 
to the Director of Procurement and Production, Headquarters, 
United States Air Force. With your permission, Senator, I would 
like to proceed with the charts. 

I have no prepared statement. I would like to just discuss these 

charts, explain how our program operates, and show the very inter- 
esting results that we have been able to achieve over a period of years. 

Senator SmaTHers. Fine. You can explain your program in any 
manner you wish. 

Mr. Weppeuu. Before going into this, I wanted to add one thing 
to what Mr. Lewis was saying about this letter that has gone to 
prime contractors.’ As he said, that was started in 1951, a letter 
signed for the commander, Air Materiel Command, whom you know 
has authority for procurement, by the Director of Procurement and 
Production at Headquarters, Air Materiel Command. It was sent 
to all of our prime contractors, and has regularly been sent out. It 
is a continuing process—to every new supplier on every new contract; 
every contract that is placed with a new concern results in a similar 
letter. That letter points out the Government policy, calls attention 
specifically to the subcontracting clause in the contract, requests the 
contractor to appoint a specific ‘individual from his top staff to work 
with us in promoting the small-business program, and requires him 
also to maintain his records in such manner that he knows whether 
he is dealing with small-business concerns or not. 

We felt it did not make much sense to have a subcontracting clause 
in the contract which says you must give equitable consideration to 
small business if the contractor himself did not know whether he is 
dealing with a small-business concern. 

That has been going on now for 4 years. There is currently a new, 
and decided change in that letter as a result of this new DOD direc- 
tive; this new small-business program concept which was worked up 
by our advisory group on small business, which is now to be made 
into a three-service deal. 

Senator SmatHers. Mr. Weddell, when you say there is a new co- 
cept to the letter or a new emphasis of the letter by virtue of the new 





* Reprint of letter referred to appeared in printed Senate Small Business Committee Hearings on Milis 
tary Procurement (Military Procurement No. 5, 1952), p. 313. 
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directive, do you send that new letter to the old contractors who have 
been contracting with you for quite some time? 

Mr. Weppe.i. The DOD directive requires that we urge our new 
contractors during the placement of new contracts to put into effect 
this small-business program. 

What our own letter, which is now being prepared, will do, is to 
request our present contractors, those who already have contracts, to 
put this into effect immediately regardless of future situations. It 
may be, Senator, that that letter—I know you stressed the point 
earlier—perhaps would better be sent out over the signature of the 
Assistant Secretary, as has been done by the Navy. 

Senator SMaTHerRs. Actually you know most contractors get in- 
numerable letters from the Government. It is by direction of so and 
so and signed by such and such a person, none of which you can read 
and none of which anybody pays much attention to. But L have the 
feeling if it is signed by the Assistant Secretary he would begin to 
believe that they were just not going through the motions, that this 
was really meant. 

Mr. Lewis. We'll do it that way, Mr. Chairman. 

Senator Smaruers. I think it would be a little more belpful. 

Mr. Weppe.tt. At the very establishment of our enlarged small- 
business program in 1951 the first thing we did was to publish the 
Air Force policy on small business. This was published in May 1951 
substantially as you see it here. All of this part is the same, the only 
change in (a) is in the phrasing, but substantially it is the same. | 
should like to submit a copy for the record. 


CHART 1 


AFL $¢-102.2 
GENERAL POLICY 





ee 


(a) lt is the policy of the Dept. of the Air 
Force that a fair proportion of the total 
purchases and contracts for supplies and 
services for the Dept of the Air Force 
will be placed with small business concerns, 
whether as prime contractors, subcontractors, 
or suppliers 

(1) In its own direct purchases 
from industry, the Air Force will carry 
on @ continuing program to insure full 
opportunity to small business concerns 
to participate in the procurement of 
items and services they are capable of 
producing or performing. 


(2) In the placement and ad- 
ministration of contracts with large, os 
well as small concerns, which, in the 
opinion of the Air Force offer subcon- 
tracting possibilities, the contracting 
office and the appropriate administra 
tive office will bring this Air Force 
policy to the attention of the prime con- 
tractor and will take all proper steps, 
consistent with the contractors responsi- 
bility for satisfactory performance, to 
effect full opportunity to small business 
concerns to participate in subcontracting 
and in the supply of items or services 
required by the prime contractor. 
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You will note that this small-business policy of the Au Force applies 
equally to our prime contractors as well as to our own placement of 
procurement. The first part here very clearly states that we will carry 
on a continuing program to insure full opportunity to small-business 
concerns to partic ipate in the procurement of items and services they 
are capable of producing or performing. In our own direct placement 
of contracts, we will maintain and conduct an energetic program 
The second part is a larger paragraph, and I think quite appropriate, 
as it covers a lar ‘ver field. That has to do with the placement and ad- 
ministration of contracts which in the opinion of the Air Force offers 


subcont racting possibilities, and states that the contracting office and 
the appropriate administrative office will bring this Air Force policy 
to the atten tion of the prime contractor and will tak: vil proper steps 
consistent with the contractor’s responsibility for satisfactory per 
formance, to effect full opportunit} to small-business concerns to 
pa tic ipat - ain subeontrs icting and in the supply yt items or services 
saad DV the prime contractor. Therefore this Majo! part of 


our program. 

I would like to just say a few words on how the Air Force buy 
You touched on it a® moment ago. As Mr Lew Ss explained, Hea 
quarters, Air Materiel Command, just outside of Dayton, Ohio 
sole procureme nt authority in the Air Force as a res ilt of delegation of 
that authority \ by Mr. Lewis as Assistant secretary lo Materiel] 

The items purchased by the Air Force fall into two general cat 
gories. There are our program procurements as we now call them: 
we formerly called them class procurements; and there are local 
purchases. The most simple way to explain the difference there is 
that the local purchases are housekeeping items or nerally bought by 
Air Force bases, some 150 in number, around the country They 
are not the major items of aeronautical equipment and support 
equipment which we call program items. 

It is all right to have a policy but you have to ba k it up with a 
definite program to carry out the policy, and you also have to have 
an organization which is specifically charged with making sure that 
that program is kept going, is given the greatest impetus possible and 
to constantly emphasize its importance. 

I would like to submit this chart for the record (chart 2 

This organization of the Air Force on small business was set up in 
1951 (indicating chart 2 

[t happens that this wee ek is my fourth anniversary in this particular 
= It was set up in this way at that time. My office is right here 

Assistant for Small Business to the Director of Procurement and 
P er ae ‘tion, General Gerrity. At the same time I have direct contact, 
when appropriate, with the Deputy Chief of Staff, Materiel, as his 
adviser on small business, and also with the Assistant Secretary, 
Materiel, as his adviser on small business. By placing it at this 
particular location it keeps me close to the operating end of the 
business and at the same time having the opportunity to advise with 
Mr. Lewis and with the Deputy Chief of Staff and to receive guidance 
from them. We have found in the 4 vears this has been going on that 
it has been a very effective way of handling the matter. 
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CHART 2 


SHALL BUSINES$ ORGANIZATION OF 
THE DEPT OF THE Al FORCE 


ASSISTANT SECRETARY, __ _ 
MATERIEL ' 
! 
DEPUTV CHIEF OF STAFF, _ 
MATERIEL 
1 | 

DIRECTOR OF PROCUREMENT & — ASST. FOR 

PRODUCTION ENGINEERING | —SMALL BUSINESS 
HEADQUARTERS U.S.AIR FORCE 


EXEC. FOR 
__ SMALL BUSINESS 
DIRECTOR OF PROCUREMENT & { 


PRODUCTION, HEADQUARTERS 


SMALL BUSINESS 
AIR MATERIEL COMMAND SPECIALISTS 


6 AIR MATERIEL 6 AF 
AREA HO. DEPOTS 
SMALL DIRECTOR DIRECTOR SMALL 
BUSINESS — OF PROCUREMNT OF PROCUREM'NT— BUSINESS 
SPECIALISTS & PRODUCTION  & PRODUCTION SPECIALISTS 
| 


18 AIR PROC. 7 SUB 
DISTRICTS DISTRICTS 
SMALL CHIEF OF AIR ——- OFFICER SMALL 
BUSINESS — PROCUREMFNT IN — BUSINESS 
SPECIALISTS DISTRICT CHARGE SPECIALISTS 


Then at Wright Field, at Headquarters, Air Materiel Command, 
we have an executive for small business who is on the staff of the 
Director of Procurement and Production at that headquarters, 
That individual is Mr. Johnson who is with us today and will take 

art in this presentation with your permission. He has three small- 
Cee specialists who work specifically on the purchases taking 
place at that headquarters. 

Under the Director of Procurernent aad Production at that head- 
quarters, are the procurement activities in eight air materiel area 
headquarters, such as those at Middletown, Warner Robins, Okla- 
homa City, to mention just a few. Each of those has a Director of 
Procurement and Production and each has on his staff a small-business 
specialist. 

I mention staff constantly because it is an important arrangement. 
We have found it to be quite necessary that these men who are work- 
ing with our contracting officers have, you might say, a certain inde- 
pendence of thought and action, so that they cannot be just overlooked 
or disregarded. 

Senator Smaruers. Are they civilians or military? 

Mr. WeppgE.t. They are all civilians. 

Senator SMaruErs. That would seem desirable. 

Mr. Weppe tut. Also directly under the authority of the Director 
of Procurement and Production of Headquarters, Air Materiel Com- 
mand are six Air Force depots. These are purchasing and supply 
depots. Each has a director of procurement and production and 
each of those has a small-business specialist as his right arm to see 
that the program is effectively and properly carried out. 
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Under the Air Materiel Area Headquarters, are 18 air procurement 
districts. That name “Procurement district’? sometimes throws 
people. They don’t buy anything at all; they are contract-adminis- 
trative offices, and are called procurement districts, I believe, because 
we consider procurement is not ended until the goods are delivered. 

In each procurement district office the chief of the district has on 
his staff a small-business specialist. Their functions, which we will 
get into later on in the discussion of the program, are quite different 
from those who are operating in purchasing offices, because this is 
where contractual administrative matters are handled, and that takes 
you right into the subcontracting opportunities for small business. 

There are seven subdistrict offices with an officer in charge, where 
we have small-business specialist. Some of these men are part time. 
Every time I get a new piece of paper | find we have some more 
subdistrict offices, and they change others. 

Senator SmarHers. Are there certain categories of work that they 
can let contracts for in those subdistrict offices? 

Mr. WeppeE.tu. They place no contracts whatever in the subdistrict 
or district offices; contracts are all placed on program procurements by 
the 6 depots, at the 8 air materiel area headquarters and at Headquar- 
ters, Air Materiel Command where the major part of our large dollar 
contracts are. 

Senator SMatHEeRs. What is the function of small-business special- 
ists in the subdistricts if they can participate in no way in the letting 
of a contract to small business or in the subcontracting to small busi- 
ness? What do they then do? 

Mr. Weppetu. They have a hand in the procurement to this 
extent. In addition to their subcontracting work these men see that 
small business knows what we buy and he Ips them get on the bidding 
lists. They have no direct connection with the placement of the 
contracts. They help them get bid sets. 

Senator SMatHers. They put out information to small business in 
their various areas, and they let them know what they should bid on 
and things of that nature. 

Mr. WeppE.L. Right, sir. I would like to leave chart No. 2 
here, because we will refer to it later. 

We have 36 full-time small-business specialists, all civilians, in the 
entire Air Force. We have 11 part time, also civilians. While they 
are part time, their small-business duties have priority. The reason 
for distinction between part time and full time depends on the work- 
load in the particular installations where they are assigned. We 
have laid great stress in the Air Force on indoctrination conferences 
of these men. 

Senator SMATHERS. You say you have 36 and 11? 

Mr. WEDDELL. 47 altogether. 

Senator SMaTHERS. Do you recall what the figures were for the 
Army, Mr. Askins? How many did you say you have in the Army? 

Mr. Asxrns. The survey thus far looks like around 324. 

Senator SMarHEers. You purchase a lot of materials that they 
don’t. How many did the Navy say they have? 

Commander Curtin. About 60. 

Senator SmatHEers. How many, Commander? 

Commander Curtin. 60. 

Senator SMATHERS. Go ahead. 
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Mr. Weppe tv. On this matter of indoctrination, I would like to 
dwell on it fora moment. The small-business specialists in each geo- 
graphical area get together 3 or 4 times a year to exchange views on 
their problems, how they resolved them, for the benefit of another 
operator in a different location. Those meetings are held throughout 
the year. In addition, we have one national conference each year 
where we call in all of our small-business specialists. We have held 
5, 2 in Washington, 3 out at Headquarters, Air Materiel Command. 

I should like to submit for the record a copy of our agenda for the 
March meeting. 

(The material referred to follows:) 


ExuiBit 10 


AGENDA, NATIONAL CONFERENCE SMALL BUSINESS SPECIALISTS, WRIGHT- 
Parrerson Ark Force Bast, Dayton, Onto 


March 15-18, 1955 


March 15: Place, Auditorium Building, room 262 (area A) 
9:00 a. m.: Rolleall 


9:15- 9:30: Greetings from Maj. Gen. David H. Baker, Deputy, Director, 
Procurement and Production, Headquarters AMC 

9:30-12:00: Air Foree prime contract small-business program, Mr. M. L. 
Johnson, Executive for Small Business, Headquarters AMC 
(svnopsis and publicizing of proposed procurement and awards; 
bidders’ mailing list; surplus labor areas and procurement) 

12:00— 1:00: Lunch 

1:00— 2:00: Facility capability surveys, Mr. N. M. Sulzer, Headquarters AMC 

2:00— 5:00: Air materiel area group meetings 

March 16: Place, Auditorium Building, room 262 


2 (area A) 
8:30-11:00: Smal! Business Administration, Mr. William Struby, Headquarters 
SBA (joint determinations with SBA; certificates of competency; 
financial and management assistance available to small business) 
Relief cases (Public Law 921) and Air Foree Contract Adjustment 
Board, Mr. 8. C. Jackson, Headquarters AMC 
12:cC0— 1:00: Lunch 
1:00- 2:30: 


11:00-12:00: 


Authorized use of Government-owned tools, facility expansion and 
certificate of eligibility, Lt. Col. R. M. Hosler, Headquarters 
AMC 

Mobilization planning and maintenance of the mobilization base, 
Col. V. T. Cannon and Mr. Paul Packard, Headquarters AMC 

Publie relations, functions of small-business specialists, Mr. David 
Cusick, New York Air Procurement District 

March 17: Place, Little Theater, building 16 (area B 

9:00—-10:00: Pricing and redetermination, Mr. R. P. White, Headquarters AMC 

10:00-11:00: Weapons system concept, its effect on small business, Col. G. F. 

Keeling, Deputy Director, Procurement and Production, Head- 
quarters USAF 

11:00- 12:00: Research and development activities with small business, Col. R. L 

Jobnston, Directorate of Research and Development, Head- 
quarters USAF 

12:00— 1:00: Luneh 
1:00—- 2:00: Representative Abraham J. Multer, Ho 

Small Business 

2:00— 4:30: Trip through laboratories 

6 :30- Annual banquet, officers’ club 

Marc} 1s Little Theat . building 16 (ared B) 

&§:30-12:00: Subcontracting, Mr. J. K. Weddell, Chief, Office of Small Business, 

Headquarters USAF (infermation for primes and for small 
business prospective sources; contacts with primes; origiral nego- 
tiations with primes; small-business programs of primes 
by primes) 

12:00-12:15: Closing remarks, Mr. Weddell and Mr. Johnson 

1:00- 5:00: Depot group meetings 


2:30— 4:00: 


4:00— 5:00: 
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Mr. WepDDELL. Those are sometimes 2- or 3-day meetings; the last 
one was a 4-day session, when all the changes that have taken place 
in the last 12 months were reviewed 

I call that indoctrination. Mavbe that is not a good word for it 
but we feel very decidedly here at headquarters that you can’t hav 
a program of this sort and sit in an ivory tower and hope that it’s 
voIng well. 

A very large part of my time has been spent in making staff visits 
to these installations throughout the country, and each year I have 
personally been in every office where we have a small-business 
specialist. I re been in each one of our ai al 
depots, all of our district offices, and a rood many of our subdistrict 
offices. 

In that way I am able to get the reaction of the people who are out 
there doing the actual work and it is very helpful in my work 


J 


1! our 


Ny work here, which I failed to desc ribe, has to do, OL course chiefl 

with policy recommendations, with program determination, and 
rr determination as we find programs have to be char Fed tO meet hew 
conditions, and with the supervision of the effectiveness of the program 


throughout the country. I do not bee the program. The actual 
operating of the program is the responsibility of the Executive for 
Small Business at Air Materiel ( So who is Mr. Johnsor lt 
addition to that I have liaison with the Small Business Administrat 


here to make sure we have a healthy aaa tioatind of their program 
with ours so that it can shortly, I hope, become a balanced program 
\lso coordination with the Army and Navy and the Department of 
Defense through Mr. Hamlin, and any other Government agency 
here in Washington that has a small-business program that the Air 
Foree touches in any way in its oper itions. 

We also lay great stress on getting information to the small-business 
man. That is a little bit more difficult than it sounds. We know 
very well that small-business men can get no place unless they know 
what we are going to buy and when we are going to Duy it 

The Appropriations Acts of 190.5 55, each one has a section which 
points out the responsibiliti s of the Department of Defense on this 
particular matter. I would like to read that section because I have 
not heard it mentioned at any previous part of the hearings of this 
committee. 

This is section 711 of the Defense Appropriatiot s Act of 1955 


Insofar as practicable, the Secretary of Defense shall a \merican small 
isiness to participate equitably in the furnishing of ) iit and ser e 
anced vith funds appropriat ed inde this Act by maki avalla f or ca 

to be made available to suppliers in the United State al 
lependent enterprises, information as far in advances 

to purchases proposed to be financed with funds appropriated under this Act 
d by making available or causing to be made availa to purchasing and 

tracting agencies of the Department of Defense inf 

d services produced and furnished by small independe1 nterprise im the 

United States. and bv otherwise helping to giv mal 

tO participate in the furnis} Ine of con modities and ey ( I anes | With Tunds 


ppropriated by this Act. 


| feel that is an important addition to Public Law 413 and to the 
Small Busimess Act of 1953 as a responsibility that we have to the 
Congress to carry out this particular activity in which we are engaged. 
So we have done our utmost to get this information out. We have 
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the bidders’ mailing lists which are maintained in each of these pur- 
chasing activities for the items that they buy. 

In order to get on the bidders’ mailing list the company concerned 
must go to the district office where he is located, with the applica- 
tion, and that application, after being endorsed you might say or 
initialed by the district office, goes to the purchasing location. This 
is one of the duties of the small-business specialist in the district office 
regardless of whether the company that comes in there and wants to 
get on the bidders’ list has 50 emplovees or 800 or 5,000. I am sub- 
mitting an extract from the Air Force procurement instruction on the 
subject. 

(The material referred to is as follows: ) 


kexuipir 11 
Extract From AFPI 2-204.2 (a)—Bippers’ Mainine List APPLICATIONS 


(1) Each supplier making initial application to be placed on a bidders’ mailing 
list will be required to: 

(A) Complete a Standard Form 129, ‘‘Bidder’s Mailing List Application,”’ 
and, if necessary, DD Form 558-1, “Bidders’ Mailing List Application 
Supplement,” for each purchasing office with which he desires to be listed. 

(B) Select and identify items which are listed for the particular purchasing 
office and which he believes he is capable of furnishing. 

(C) Submit applications and marked commodity lists seheduled for 
submission to Directorate of Procurement and Production, Hq AMC, and 
AMC field procurement activities (exclusive of local purchase functions 
thereof) to the appropriate APD, attn: Small Business Specialist. 

(D) Submit applications and marked commodity lists scheduled for 
submission to procurement activities, other than those specified in sub- 
paragraph (C) above, to each purchasing office with which he desires to be 
listed. 

(2) The small-business specialist in the APD will review applications scheduled 
for submission to the procurement activities in subparagraph (C) above in order to: 

(A) Extract from such applications information required for the proper 
maintenance of files of facilities qualified to produce as subcontractors. 

(B) Bring subcontracting opportunities to the attention of firms submitting 
applications. 

(C) Bring to the attention of the applicant instances where the firm has 
marked items on the commodity list which it does not have the facilities to 
produce as prime contractor. 

(3) The small-business specialist will forward applications to the appropriate 
purchasing offices, indicating in his transmittal that review has been accomplished 
in accordance with subparagraph (2) above, where appropriate. 

(4) Air procurement districts will make bidders’ mailing list applications and 
commodity lists available to suppliers. 

(5) The entries and instructions on Standard Form 129 are self-explanatory; 
however, appropriate personnel in the purchasing offices and the air procurement 
districts will furnish to prospective bidders such additional instructions for the 
preparation and transmittal of the form as may be required to insure its proper 
completion and filing. 


Senator SMatuers. In that connection, Mr. Weddell, let me ask 
you: How does the number of people whom you contact and classified 
as small business, compare this year with the number that you con- 
tacted last year? 

Mr. WeppeE LL. It is a good many more. As procurement has de- 
clined, as there is less volume of procurement, there have been more 
anxious concerns who previously would only bid on a few procurements 
they happen to know about. Now they want to get on the bidders’ 
mailing lists so they will be informed of all procurements in their line 
that are coming up. We have had an increase in the number of ap- 
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plications for inclusion on the bidders’ mailing list by small-business 
concerns for that reason. 

Mr. ForsyrHe. How many prime contractors do you have today, 
Mr. Weddell, do vou know? 

Mr. WeppeE.t. I can give vou the exact 

Mr. Forsyrne. About 2,800 last vear. 

Mr. Weppe.u. That is not diminished. 

Senator SMaTHerRs. You say there is not as many? 

Mr. Weppe.ut. That is not diminished. 

Senator SMaTHeERs. Oh, that is not diminished. 

Mr. Weppeuu. That is right. These are the figures as of December 
31, 1954. We make this compilation every 6 months. There were 
2.002 small-business concerns operating on Air Force prime contracts 
December 31, as compared to 2,033 at the same date of the year before 

Senator SMaTHERs. Do you recall how many you had the year before 
that? 

Mr. Weppe.u. I do not have the exact figures here, sir. I will be 
very glad to get that. Since we began to keep figures in this matter, 
overall, you will find that in December 31, 1951, at the height of the 
Korean situation, we had approximately the same number of small- 
business and large-business prime contractors. There has been a 
little fluctuation up and down through the years but in the main it is 
practically the same number. 


Plants of Air Force small business prime contractors 


Number of F rp value 
ylants ol prime 
plan contracts 

Dec. 31— 
1951__. 1,886 | $606, 000, 000 
1952 2, 362 711, 000, 000 
1953__. al ca 2. 033 907, 000, 000 
1944 eee 2. 002 827, 000, 000 


Senator SMATHERS. What I am trying to find out is that since we 
have passed all these laws and the directive in the appropriation law 
last year and the new one that gave to you small-business representa- 
tives in the Air Force, have you been able to get any more small- 
business contracts? 

Mr. Wreppe.i. We have new small-business contractors and we also 
lose some of the old ones. It is on the basis of who can give us the item 
that meets our specifications, but there has not been an overall in- 
crease in the number of prime contractors we have. 

Senator SMATHERS. Even though you have set up this elaborate and 
rather extensive program of trying to get small business participating 
in the Air Force business you don’t find any material increase in the 
number of small businesses. 

Mr. Weppe.i. Not in number. We find a material increase in the 
proportion of dollars going to them, and in the number of contracts, 
but not in the number of plants. 

Senator SmarHers. The number of small businesses as such has not 
increased? 

Mr. Weppe.t. It has not increased with us. We find this which 
may have a bearing on it. When we give a small-business concern a 
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prime contract, he quite often goes out of our records system; 
becomes what is officially known as large business. 
our customers steadily by giving them contracts. 

Senator SMATHERS. You say you are losing them by giving them 
contracts. In other words you keep them going—Are they sort of 
continuing contracts? 

Mr. WeppE.LL. In some cases, but not in all. It is a matter of their 
becoming acquainted and skilled in the type of very technical articles 
desired and required by the Air Force. I could mention many cases 
where companies with 350 emplovees, for example, would get very 
difficult contracts but ones they could handle. The next time that 
procurement came up they had 550. What can we do about it? 
Should we Pesce: them now? They had been successful. By 
their ingenuity they had done what we think is pretty good in this 
country in providing a bigger payroll, more wage earners. We can’t 
disregard such companies, and the committee would not expect us to. 

Senator Smaruers. That is right. 

Mr. WepvELL. So we lose our “customers” 
get from us. 

Senator SMATHERS. You make them successful and they become 
big business which, of course, presumably every small business wants 
to do. 

Would you say that it was a fair statement for me to make that 
the net result of the activities of the small-business group in the Air 
Force has been for the small businesses to’ hold their own and that is 
about all? 

Mr. Weppe.t. I would say that to hold their own in a falling 
market would be a fair statement. We have increased the proportion 
of what they get, but the actual number of plants is no greater. 

Senator SMATHERS. You say vou have increased the activities into 
which they could get? 

Mr. Weppe ut. Including the subcontracting activities. 

Senator SmarHers. Do you have a chart 
potential of small business is? 

Mr. Wreppe.u. We have that in the next chart. If I could first 
express a few more thoughts on this subject. 

Senator SMaTHeErRs. I don’t want to interrupt 
your thought. 

Mr. WeppELL. I wanted to point out the steps we have taken to 
let small business know what we are buying. We have this bidders’ 
mailing list on which they can become established by going through 
our district offices. 

We have advance notice of procurements coming up. We know 
when a procurement is going to be handled and there may be 150 
names on that bidders’ mailing list. This advance notice in most 
cases will be sent out saying Do you want a bid set on this particular 
procurement? A great many don’t. We don’t want to print up bid 
sets that they don’t want. We ask them to return that postcard to 
let us know. We also place the procurement notice in the Synopsis 
of Proposed Procurements published by the Department of Commerce 
daily which has been discussed before this committee previously. 
They go in there whether they are handled by formal advertising or 
by negotiation. 
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As you know, while that synopsis is available on free distribution 
at 5,000 points in this country, any business concern for an expendi- 
ture of $7 a year can have it de livered to him by the postman ever 
day. 

All three of the military departments heartily supported that change 
being made in the manner of the distribution of the Synopsis. 

We recognize that not all concerns will be on the bidders’ mailing 
lists. They will see this thing in the Synopsis and they will say that 
is something I want to get in on. 

We have bid sets in each of these district offices and subdistrict 
offices throughout the country to which small-business concerns can 
vo if they don’t get bid sets directly by mail from the contractin 
office. They can go to the district office and make use of the bid sets 
that are there, both negotiated and formally —— d and they can 
submit a bid or proposal as the case may be on their own letterhead 
by making use of these bid sets that we have in the district offices 

In addition to that our small-business speci: — in these districts 
have been quite successful, in several industrial areas, in getting 
newspaper space. They have made — ndent arrangements with 
newspapers, with trade publications, to have them print a list of the 
current procurements that are being handled. We also send to the 
Small Business Administration offices throughout the country bid sets 
on all procurements where joint determinations have been made. 

Despite all that we found one quite sour situation and we have 
taken what I feel are very important steps to overcome it. A small- 
business concern sees an item in the Synopsis and says: “That is 
right down my alley, 1 want to get a bid set,’ and he js 300 miles 
away from the district office. So he makes a phone call to the con- 
tracting officer and says: ‘“‘Will vou send me a bid set on this particular 
procurement which is noted in the Synopsis?” 

He will get one of two answers: We are fresh out. We don’t have 
any more. Go to your district office because you can’t ever guess 
what the interest of the small-business community is going to be on 
procurement from time to time. You can’t guess accurately. 

Or the buye r will Say, I have a bid set here and I will be glad to 
send it right off to you but you will not get it for 5 or 6 days where you 
are located and in the meantime, time is running out on this procure- 
ment. He may want it anyway and he will use it, but the time is 
shortened for that small-business concern to adequately figure a bid. 
He is very apt to pull some figure out of the air and find himself way 
out of line either up or down. We want him to have sufficient time to 
adequately figure a bid with us. 

But he has lost some time by that process. So what the Air Force 
has done was to sponsor in the middle of last fall a new method for 
pub lici ‘izing procurements in the Synopsis. hat is to do the same as 
we do with our advance notices, to send notices out to the SVNOpsis al nd 

say we will give 10 days’ time within which any business concern that 
wants a bid set on this procurement can notify us and it will get a 
bid set in the same mailing that anyone else gets a set. We feel that 
puts every body on an equ: al basis. It gives everyone the same amount 
of time to figure their bids and gets around this diffic ulty we have where 
a firm says, well, I am just being frozen out because of the time. That 
was started last fall and it was made a part of ASPR. It is authorized 
as an alternate method of publicizing procurements in the Synopsis. 
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The Air Force is attaching great importance to that, and Air 
Materiel Command has sent out a special letter to field procurement 
activities to make the maximum use of that method of synopsis. 
We also feel that will be a saving to us in money. We don’t feel we 
will have so much waste in bid sets. We will have a pretty good 
record of how many people want them before we print those bid-sets. 
And we feel we should have better bids because of the extra time they 
have to figure the bid. That could be an important saving in itself. 
From a time standpoint, it is difficult, as it might increase the cycle 
time of procurement by 10 days. We have to wait 10 days to get 
the names in. 

Experience will show whether that is an important fact. There is 
a possibility and, I think a probability, that by getting better thought- 
out bids, even though it takes us 10 days longer to get them, we should 
be able to save a large part of that 10 days when the buyer evaluates 
the bids that he does get. 

Senator SMatHers. I am sure it is going to be a good system, very 
helpful not only to Government but to small business. 

Mr. WepDELL. Sir, we will give it a very real try and I hope by the 
time you have the hearings next year we will have specific figures on 
how many procurements were handled in that manner and whether 
or not the results justify that type of activity. 

The final thing on this indoctrination of small business, because we 
feel they need to have it just as much as our own people do, the Air 
Force put out a special sound-motion picture which was shown in 
some 300 cities in the United States. It is titled, “Small Business 
and the Air Force,’”’ the whole theme of the thing being to tell the 
businessman, and particularly the small-business man, how to go 
about getting Air Force business, and it was done through this motion- 
picture arrangement. 

There were some 20,000 people who attended those showings, and it 
was also put on 17 different television stations. 


CHART 3 


air force small business program 


PURCHASES OF AIRFRAMES, ENGINES, 
AND OTHER ITEMS WHICH CAN ONLY BE 
HANDLED AS PRIME CONTRACTORS BY 
VERY LARGE ORGANIZATIONS 


CALENDAR YEAR 


1953 


\$11,677 
| MILLION 


— 
—~ 





AVAILABLE RECORDS INDICATE SMALL 
BUSINESS CONCERNS PARTICIPATING AS 
SUBCONTRACTORS TO THE EXTENT OF: 


$2450 MILLION £957 MILLION 
(24% OF TOTAL) (21% OF TOTAL) 


PURCHASES OF ITEMS WHICH CAN 
BE SUPPLIED AS PRIME CONTRACTORS 
BY SMALL CONCERNS AS WELL AS BY 
LARGER CONCERNS: THE SMALL 
BUSINESS POTENTIAL 


CALENDAR YEAR 


OFFICIAL RECORDS SHOW SMALL BUSI- 
NESS CONCERNS PARTICIPATED AS PRIME 
CONTRACTORS TO THE EXTENT OF: 


$626 MILLION $590 MILLION 
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Now, on the purchases that we make I have a chart which shows 
the field for small business, the field for small business in the calenda 
year 1953 and the calendar year 1954. 

I am using calendar years because we know unless you have a 1|2- 
month cycle - you are apt to get a distortion in what is going on. By 
having & 12-month cycle if we used the fiscal year all we couk { report 
to you is way back to last July so we have put these figures on a 
caiendar-year basis. 

First, we have our purchases for airframes, engines, and other items 
which can only be handled, as prime contractors, by very large 
organizations. Dollarwise, and these are net figures, in calendar 
year 1953 purchases of this type which had to be plac ed as prime con- 
tracts with large organizations amounted to $11,677,000. The next 
calendar year, that same type of procurement was down to $4,557,000. 

These were procurements that necessarily had to be placed with 
very large organizations. ‘There is the field of activity for our sub- 
contracting programs, to get as much of that out into the hands of 
small business as we can. 

In the spring of 1953 we presented to this committee a report on 
which we had been working for some time of a hundred of our largest 
prime contractors who had contracts totaling more than $15 billion 
since the beginning of Korea. The reports we received from them 
showed that 21 percent of the prime-contract dollars they received 
from the Air Force was channeled by them or by their major sub- 
contractors, to small-business concerns. 

Using that percentage it would mean that of this $11,677 million, 
$2,450 million would go to small business before these particular con- 
tracts were completed. At the same time your staff here on its own 
independent survey, though on a much smaller scale, went maybe to 
15 contractors, and came up with about a 24-percent figure, but this 
is the figure we received from our people at that time. 

Now with this lower procurement from large businesses, if that same 
21 percent holds, small-business concerns will have received $957 mil- 
lion as subcontractors and suppliers. 

I must say that every check we have made, spot checks it is true, 
shows that the 21 percent is not only holding up but is very likely 
increased. Those are spot checks, sir. And we are now taking steps 
to try to broaden them and be able to talk across the board. 

Here on the right side of the chart is the field for small business in 
our own procurement in those same 2 years. In calendar year 1953 
the items obtainable from small business (and of course also obtain- 
able from large business in that there are few things a small business 
can make that a large business cannot) were valued at $822 million. 

These are procurements that can be made by either large or small. 
Small-business concerns received $626 million in open competition for 
that $822 million. 

In the next calendar year, despite a much lower total procurement 
figure, the small-business potential was very nearly the same, $808 
million and small-business aw ards came to $590 million—almost the 
same as the previous year. 

I might mention that small business is chicfly interested in the 
dollars they get. In fact each is interested in the dollars his company 
gets. I know of no small-business man that is greatly concerned 
about percentages or potential or anything of that sort. He wants 
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to know how many dollars can he get in a contract from the Air 
Force. But we are interested in those other figures. We have no 
way of measuring the effectiveness of our program unless we can 
measure it by percentages against what we call the small-business 
potential. 

I might say this: If we compare the $626 million of small-business 
awards against our total 1953 procurement, it is about 5 percent. If 
you take the small business 1954 awards and compare them with the 
total procurement in 1954 you will see they are up to 11 percent. 

That is very nice, but it does not mean very much to us for it depends 
on how many airframes we are buying during that particular time. So 
what we are interested in knowing is: What is the potential for small 
business? 

That leads me to how we arrive at the potential in the Air Force. 
We have what we call an item potential. If the item has been made 
on contract by a small business, or if a small concern has ever made a 
legitimate bid regardless of whether it got the contract or not, we say 
that item belongs in the small-business potential. 

So we are saying that it is small business that determines what goes 
in its potential. We don’t; we simply record it. If a small-business 
concern has ever made a bid on that item, all procurements of that 
item are thenceforth placed in what we call the item potential. On 
the procurement of new items that have not been in the field before, 
unless it is something obviously beyond the potential like a new model 
jet, we will publicize it and make sure that small business has a chance 
at it. If anyone bids on it, offers a legitimate bid, we put that item 
also in the item potential from that time on. 

That is a very rigorous way of doing this thing. Sometimes it is 
not fair to the military department to take that very exacting position, 
because in the case of an emergency procurement you could not offer 
that procurement to small business in many cases. But the item still 
could be made by them. 

So we have the second kind of potential which is the procurement 
potential. The item potential has to do with the item only, the pro- 
curement potential is something else and Mr. Johnson is going to take 
up the distinction between them. 

Before Mr. Johnson takes over, I would like to show you by the 
next chart where we buy the items that are in the small-business 
potential (chart 4). 

With your permission I will change that number up there. It 
should read calendar 1954, not 1955. 

Senator SMATHERS. Yes, sir. 

Mr. Weppe.i. The Air Force may be forward looking but we 
should not have a calendar year ’55 chart as early as April 755. 

Senator SmaTHErs. This is the jet propelled age. 

Mr. Weppe.u. This is properly calendar year 1954. These so- 
called housekeeping items are bought at 150 operating bases, amount- 
ing to $310,456,000. This is the small-business potential and almost 
all of our purchases in the 150 operational bases are in the small- 
business potential. In our programed procurement at Headquarters, 
Air Material Command there is $291 million in the small-business 
potential, 36 percent of the entire potential; at Wilkins Air Force 
Depot, Shelbyville, Ohio, 43 million and so forth. As you see, these 
are the figures and the percentages against the total small-business- 
item potential during calendar year 1954. 











Se at De 


~hebesa Meena laniiadatine 


CPRIBO ane Ae 


oo ctl Id 


oediachione 


SMa. An Sect Litii h 


MILITARY PROCUREMENT—1955 137 


CHartT 4 


Tie MLM ttt Me leel-le- li CALENDAR YEAR 1954 


SMALL BUSINESS POTENTIAL AT PURCHASING OFFICES IN CONTINENTAL US 





SMALL PERCENT SMAL‘ RN 
BUSINESS == OE TOT SUSINES © Ol 
LOCAL PURCHASES AT POTENTIAL §=—«POTE NTT POTENT POW ik 


150 OPERATING BASES 310,456,000 39% 
PROGRAMMED PROCUREMENT AT PROGRAMMED PROCUREMENT AT 
HEADQUARTERS, AMC ¥291,892,000 36% OKLAHOMA CITY AMA > 5,633,000 


WILKINS AFD, SHELBY, 0. 43,452,000 5% | MOBILE AMA 4,601,000 
MIDDLETOWN AMA, PA. 41,881,000 5% | SAN ANTONIO AMA 3,925,000 
ROME AFD, NEW YORK 30,668,000 4% | MALLORY AFD, MEMPHIS 3,043,000 >2% 
GENTILE AFD, DAYTON,0. 29,555,000 4% | SACRAMENTO AMA 1,923,000 


WARNER ROBINS AMA,GA. * 19,484,000 2% | OGDEN AMA 966,000 
SAN BERNARDINO AMA 365,000 


TOTAL S.B. POTENTIAL 808,950,000 100% 


TOPEKA AFD, KANSAS 19,903,000 3% | GADSDEN AFD, ALABAMA 1,603,000 


I would like to make one statement that I think is important about 
these different locations. Each buys certain classes or types of items. 
Each buys them nationally, and the types of items bought at Wilkins 
are not bought at Warner Robins or any other place. Each depot 
buys certain type items and buys them on a national basis. That is 
different from our local purchasing offices where they buy chiefly 
from the neighboring area. 

Senator SMATHERS. Why would the percent be so small at Warner 
Robins Base in Georgia? That is 2 percent of the whole potential. 

Mr. WeppE.u. Because of the items they are buying there; light 
machine-shop equipment, you will notice here that the bulk, the 
biggest figure is still at Air Materiel Command Headquarters, where 
they buy the more difficult items, those requiring engineering 
evaluation. 

Operation Pacemaker is the name that we have given in the Air 
Force to our small-business activity in each of these installations 

We have a small-business specialist at each of them. He will work 
with the buyers to make sure, first, that the potential is as large as 
it can be and, second, that small-business concerns get a truly 
equitable opportunity to compete for that business. 

Mr. Johnson, the executive for small business at Wright Field has 
been in this thing also for 4 vears. He has been operating this pro- 
gram which is very largely his own handiwork, his own design, and 
| am sure that, with your permission, he can give you the best expla- 
nation of how it operates—Operation Pacemaker 

Senator Smatuers. We will be happy to hear from Mr. Johnson. 
[ assume that having been there for 4 years he is nonpartisan 

Mr. Jonnson. That is right. I would like to briefly tell you what 
the procedure is that is followed in connection with our prime con- 
tracting on programmed procurement. 

Operation Pacemaker is confined to procurements with an estimated 
value of over $10,000 and it does not include classified procurements. 
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It is a specialized operation within our overall procurement operation, 
but it involves 53 percent of all the small-business-item potential in 
Air Force purchases. It is carried on at each one of these places as 
Mr. Weddell has indicated. All programmed procurement was at 
Wright Field until 2 years ago when we decentralized it. Along with 
that we decentralized our small-business activity, so we have Operation 
Pacemaker at each one of these places. 

Briefly the procedure is this. The small-business office is furnished 
with a copy of each procurement, each purchase request at approxi- 
mately the same time that the buyer gets it. Normally we get it a 
few days ahead of the buyer. The first thing is to determine whether 
or not the procurement belongs in the small-business potential. 

Mr. Weddell has explained how that is done. The buyer when he 
is ready to start procurement action to get bids or proposals, coordi- 
nates with the small-business office. At that time several things are 
determined. How the procurement is to be handled, whether it 
shall be synopsized or not; what sources will be solicited. Incidentally 
at that point if the small-business specialist does not feel that small 
business is properly represented on the sources’ list, he has the au- 
thority to add names to the buyers’ list. He will also include names 
furnished to us by the Small Business Administration representative. 

The agreements that we make with the buyer are put in writing 
and become a part of the procurement file. I am submitting for the 
record the form that records this agreement. 
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SMALL BUSINESS COORDINATION SHEET 


SUPPLIES OR SERVICES DESCRIBED ON PR'S NUMBERS 
(C0 ARE () ARE NOT SUITABLE ®OR SMALL BUSINESS. 


THE PROCUREMENT WILL BE () ADVERTISED (1) NEGOTIATED 
THE PROCUREMENT INVOLVING THE ABOVE PR'S AND ANY COMBINED WITH THEM IN THE SAME PROCLRE 
MENT ACTION () WILL () WILL NOT BE PUBLISHED IN THE DEPARTMENT OF COMMERCE SYNOPSIS. IF PUB 
LISHED, THE POLLOWING DESCRIPTION WILL BE USED: 


4. BID SETS (2) WILL () WILL NOT BE MAILED TO SMALL BUSINESS ADMINISTRATION OFFICES 





5. DEFENSE MANPOWER POLICY NO. 4 () IS () NOT APPLICABLE. 
SET-ASIDE APPLIED () YES () NO. PERCENT SET ASIDE 
NUMBER OF FIRMS ON BIDDERS LIST THAT ARE LOCATED IN DISTRESSED LABOR AREAS 


6. JOINT DETERMINATION ENTERED INTO () YES () NO. 
JOINT DETERMINATION NUMBER... 


7. THE AIR PORCE SMALL BUSINESS SPECIALIST HAS ADDED THE FOLLOWING NAMES TO BE INCLUDED IN THE | 
BIDDERS LIST FOR SOLICITATION. (Names furnished by Small Business Administration are marked with ae asterisk) i 


ov 
| 
-— 


si caida onteneneemaiataeatieimasanaieinitntinnmmenn sevciees 











ere, SIGNATURES 
BUYER AF SMALL BUSINESS SPECIALIST i 
AMC Form 261A 18 Mar 54 AF-WP4A-12 APR 54 SOM 


63038—55——_10 
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At the time the buyer is ready later on to evaluate the bids or the 
proposals, there is a coordination also with the small-business office, 
at which time we see that the buyer has handled the procurement in 
the agreed-to manner. 

We see that small business is given fair consideration in the recom- 
mending of awards. That is very briefly what the procedure is, and 
we have had good results. I am submitting for the record the form 


we make out for each procurement, and the form on which we sum- 
marize all procurements during the month. 


[MONTH ENDING 


REPORTS CONTROL SYMBOL 
SMALL BUSINESS MONTHLY ACTIVITY REPORT 


= PART 1 


SCREENING OF UNCLASSIFIED PR'S OVER $10,000 IN VALUE NUMBER 
PRS FOR [TEMS UNSUITADLE FOR PROCUREMENT FROM SMALL BUSINESS 


) ESTIMATED VALUE 


epg 


PR'S FOR ITEMS SUITABLE FOR PROCUREMENT FROM SMALL BUSINESS 


__ PART OD re 
OINT DETERMINATIONS SIGNED NUMBER 
» JOINT DETERMINATIONS 


ESTIMATED VALUE 
+ PORTION COVERED BY JOINT DETERSMONATION 
re Se PART Ml 
Sareea oe ae arnt ee 

AWARDS MADE DURING CURRENT MONTH ON PR’S SELECTED AS SUITABLE NUMBER | 

PR’'S ORIGINALLY CONSIDERED SUTTABLE 
» PR'S FOUND NOT SUITABLE 
+ PROCUREMENTS FINALLY FOUND SUITABLE 
+ PROCUREMENTS SYNOPSIZED 

» AWARDS TO SMALL BUSINESS 

NOTE SEE PAGE 2? FOR BREAKDOWN OF LINE 10 BY STATE 
, __PARTIV. 
USTIFICATION FOR AWARDS TO OTHER THAN SMALL BUSINESS 

1.NO BIDS RECEIVED FROM SMALL BUSINESS 

- PRICE OUT OF LINE 

13. UNQUALIFIED FINANCIALLY 

+ UNQUALIFIED TECHNICALLY 

UNQUALIFIED PHYSICAL FACILITIES 

- UNARLE TO MEET DELIVERY SCHEDULES 

PROPRIETARY ITEM 


. TOOLING COST PRONIBITIVE a ec 
QUALIFIED PRODUCT WHERE NO SMALL BUSINESSES HAVE PRODUCT APPROVED 
20. EMERGENCY PROCUREMENT 
BID NOT ACCORDING TO SPECIFICATIONS 
23. AWARDED UNDER DMP NUMBER ¢ 
23. BROADENING AND MAINTAINING THE BASE ee 
24. INFORMATION INADEQUATE ON SHICH TO BASE BID OR PROPOSAL 
2S. OTHER a 
TOTAL 
PART V : 
BREAKDOWN BETWEEN ADVERTISED AND NEGOTIATED PROCUREMENTS NUMBER T 
PROCUREMENTS ON WHICH ACTION COMPLETED 
& PROCUREMENTS HANDLED AS ADVERTISED PROCUREMENT 
LARGE AND SMALL BUSINESS CONCERNS SOLICITED 
SIDS RECEIVED FROM SMALL BUSINESS CONCERNS 
BIDS RECEIVED FROM LARGE BUSINESS CONCERNS 
APARDS TO SMALL 
AWARDS TO LARGE BUSINESS 
PROCUREMENTS RESULTED IN NO AWARDS TO SMALL DUSINESS 
“UREMENTS HANDLED AS NEGOTIATED PROCUREMENT 
LARGE AND SMALL BUSINESS CONCERNS SOLICITED 
PROPOSALS RECEIVED FRON SMALL BUSINESS 


CEIVED FROM LARGE SUSINESS CONCERNS 


ABARDS TC LARGE BUSIVESS CONCERNS 


i rx SMALL BUSINESS CONCERNS 


: PROCUREMENTS RESULTED IN NO ASARDS TO 
i 
, 


SUMMARY © 
136 PROCUREMENTS IFVOL VING JOINT DE TERMINATIONS 
jr POR TION COVERED SY JOINT DE TERMINATION 
So. SMALL BUSINESS AS ARDS IN THAT PORTION 


. FORN 5 ~ » . 
Ac 38 MAR $6 261 akwroo aren & tse 
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We have seen and we will see more about subcontracting, because 
it does represent the greatest potential for small business. But 
nevertheless, our prime contracting includes quite a substantial 
amount of money that comes within the small-business potential 


CHART 5 


air force small business program 


OPERATION PACEMAKER CALENDAR YEAR 1954 


THIS SPECIAL OPERATION HANDLES ONLY PR‘ 
WHICH ARE UNCLASSIFIED AND ARE OVER $1 
HALF OF ALL THE DOLLARS IN 


RAMMED PROCUREMENTS (NOT LOCAL PURCHASE; 
X00 IN VALUE. NEVERTHELESS [IT COVERS MORE THAN 
THE SMALL BUSINESS POTENTIAL SHOWN ON CHART 


2368 PR'S FOR ITEMS WITHIN THE ABILITY OF SMALL BUSINESS 

CONCERNS TO PRODUCE: ITEM POTENTIAL 431,366,000 
PROCUREMENTS WITHIN THIS ITEM POTENTIAL WHICH 

WERE OBTAINABLE FROM SMALL CONCERNS 382,601. 000 
AWARDS T0 SMALL BUSINESS CONCERNS * 311,197,000 
NO BIDS RECEIVED FROM SMALL CONCERNS 12,877,000 
SMALL CONCERNS QUOTATIONS TOO HIGH 54,143,000 
LOW BIDS FROM SMALL CONCERNS NOT ACCORDING TO SPECIFICATIONS 1,069,000 
LOW BIDS FROM SMALL CONCERNS WERE ON QUALIFIED PRODUCTS 

BUT PRODUCT HAD NOT BEEN APPROVED 1,269,000 


SMALL CONCERNS LOW. BUT DETERMINED NOT CAPABLE OF SUPPLYING 
THE ITEM 2,046,000 


" MCLUOING 190 PROCUREMENTS TOTALLING $35,445 000 IN WHICH JOINT DETERMINATIONS WITH ShtAll BUSINESS ADMINISTRATION 


vn — OW THESE 240 AWARDS WERE MADE TO Stthli CONCERNS AMOUNTING TO 426263000 WHICN was 74% OF Tut 
MINAEL 


Chart 5 is for the calendar year 1954; 2,368 of the purchase re- 
quests handled in Operation Pacemaker, and on which awards were 
made in this period, were for items that came within the ability of 
small business to produce. In other words that is the item potential 
that Mr. Weddell described, and amounted in Operation Pacemaker 
to $431,366,000. So we will call that 100 percent; the item potential 
of these procurements, of these PR-s here, the procurements within 
that item potential which were obtainable from small business 
amounted to $382,601,000. The difference, Mr. Chairman, between 
these two figures is accounted for by such situations as Mr. Weddell 
gave; emergency procurements are an example; or it may be that it’s 
necessary to place an award with a large concern in order to maintain 
an established production base. It is circumstances such as those 
that makes the procurement potential a lower amount than the item 
potential. 

Here are the results—there were 2,377 awards out of this number of 
procurements to small-business concerns in the amount of $311,197 ,000 
which is 72 percent of the item potential and 81 percent of the amount 
that was obtainable from small business, the procurement potential. 

The reason for the difference between the $311 million in small- 
business awards, and the $382,601,000 small-business procurement 
potential is accounted for in this manner. 

This is done on every procurement and made a matter of record. 
We received no bids from small-business concerns although they were 
amply solicited, on procurements amounting to $12,877,000, 3 percent 
of the procurement potential. Small-business concerns did bid but 
were too high on $54,143,000 worth. We had low bids from small 
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concerns that were not responsive bids; in other words they asked for 
some deviation, and the bids could not be accepted, amounting to 
$1,069,000. 

You are familiar with the term “qualified product,’”’ possibly not. 
A qualified product is one that may take a considerable length of time 
to test. Therefore we set up a qualification test prior to procurement 
and firms are invited to submit a model for test approval. If it is 
approved, then the firm’s name and product appears on the qualified 
products list. 

We got bids from small concerns involving a qualified product, but 
the particular concern that was low did not have its product approved 
at the time, and in certain cases we cannot delay the procurement 
long enough for that testing. It may take months for a test. It 
may have to be flight tested for a hundred hours in a B-36 or some- 
thing of that sort. Such cases amounted to $1,269,000. 

We had some small concerns that were low, but in our preaward 
survey it was determined that they could not for one reason or 
another handle the procurement. That amounted to $2,046,000. 

Of these awards to small business here, $311 million, we have included 
the awards on 190 procurements totaling $35,445,000 on which joint 
determinations had been made with the Small Business Administra- 
tion. There were on those procurements, 240 awards made to small 
concerns amounting to $26,263,000, which was 74 percent of the 
obtainable figure of those procurements. 

Senator SmarHers. Mr. Johnson, as a man who believes that the 
pen is mightier than the sword, [ want to recess this meeting for just 
3 minutes while I shake hands with a distinguished editorial writer 
from one of the very important papers in my State. We will take a 
3-minute recess. 

(Short recess taken.) 

Senator SMaTuERs. If the committee will come to order, we will try 
to get through with this hearing. 

All right, Mr. Johnson, you proceed. I apologize for the inter- 
ruption. 

Mr. Jounson. I want to point out one thing on this chart that 
might be confusing. These 2,368 are purchase requests on which 
procurement action was completed. These 2,377 are contracts. One 
contract may involve several purchase requests or several contracts 
may be awarded on the basis of one purchase request. Operation 
Pacemaker also gives us some other interesting information, as shown 
on chart 6. 

We have these unclassified, programed procurements over $10,000 
in value and obtainable from small business. The number of com- 
pleted procurements by formal advertising, that is sealed bids, was 
749. The average number of firms solicited on the advertised pro- 
curements were 40, with an average of 15 on the 1,619 negotiated 
procurements. There is competition as you see on the negoti- 
ated procurements when you have an average of 15 firms solicited on 
each procurement. 

The average number of bids received from small business on adver- 
tised procurements was 6.6 and 3.2 on negotiated procurements. The 
average number of bids received from large business was 2.4 on adver- 
tised procurements; 1.2 on negotiated procurements. Value of all 
awards on formally advertised procurements was $44,206,000, and 
$338,341,000 on negotiated procurements within Operation 
Pacemaker. 
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The number of awards made to small concerns as a result of adver- 
tised procurements was 668, and as a result of negotiated procure- 
ments, 1,512. I believe that gives us an interesting comparison of the 
effect on small business of the two methods of handling procurement 

Senator SmarHers. That is a good percentage and is very inter- 
esting. It is indicative that small business there is being protected 
very much. ; 

Mr. Jonnson. That, sir, is briefly a description of Operation Pace- 
maker. It is all spelled out in section 51 of the Air Force procurement 
instruction. I am submitting a copy for the record. (See appendix 


9, p. 328.) I would now like to turn our presentation back to Mr 
Weddell. 


CHART 6 


air force small business program 


OPERATION PACEMAKER - CALENDAR YEAR 1954 


UNCLASSIFIED, PROGRAMMED PROCUREMENTS OVER $10,000 IN VALUE, OBTAINABLE FROM 
SMALL BUSINESS CONCERNS 


FORMAL ADVERTISING NEGOTIATED 


SEALED B/DS 

WUMBER OF COMPLETED PROCUREMENTS 749 1619 
AVERAGE NUMBER FIRMS SOLICITED 40 15 
AVERAGE NUMBER BIDS, SMALL 6.6 32 
AVERAGE NUMBER BIDS, LARGE 2.4 12 


VALUE OF ALL AWARDS $44,260,000 100% | $338,341,000 100% 
AWARDS TO SMALL CONCERNS $31,326,000 71% $279,871,000 83% 
NUMBER OF AWARDS TO SMALL CONCERNS 668 1512 


Senator SmarHers. Thank you, Mr. Johnson 

Mr. WeppeE.LL. 1 want to get into the subcontracting program 
quickly and concisely, with the contractors exhibits that we held in 
1951, going on to the letter from AMC to all of our prime contractors 
which I mentioned earlier, to the survey committee appointed by the 
Undersecretary at that time which gave us such valuable help, and to 
a series of contractors meetings held throughout the country, 5 of 
them altogether, attended by over 800 of our large prime contractors 
Then came the appointment of the advisory committee, the group that 
Mr. Lewis mentioned today. 

That was followed or rather coincided, this last year with three or 
more of these prime contractors meetings, 1 in Los Angeles, 1 in 
Chicago, and 1 in New York. The total attendance of those was 
well over 500. Mr. Lewis handled the one in New York; General 
Baker, Director of Procurement and Production at Headquarters 
AMC, handled the one in Chicago and General Gerrity, Director of 
Procurement and Production at Headquarters, Washington, handled 
the one in Los Angeles. 

Mr. Forsytue. The committee was very pleased with the statement 
that General Baker made in Chicago, we got a lot of response from 
trade groups, on that speech. That speech, indicateed a tremen- 
dous enthusiasm on the part of the Air Force not only for the 
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subcontracting program but for the overall small-business program 
of the Air Force and we were pleased with that. 

Mr. WepbDELL. | know he will be pleased with your comment. This 
Advisory Group on Small Business has come up with two major 
achievements. QOne is the working out of a report form that would 
not bog down a prime contractor or a major subcontractor in sub- 
mitting what they had actually done in the way of committing 
purchase orders, committing their dollars, to small-business concerns. 
We asked 6 of our prime contractors to try it out, give us a report 
on what they had done in the last 6 months of calendar year 1954, 
on the total value of their defense business conducted in that period, 
whether they got it from the Army, the Navy or the Air Force, or as 
defense subcontractors from other industrial concerns. I have a chart 
later on that. 

But a chart just before has to do with the B47 (chart 7). I thought 
the committee would be interested in seeing just how that was 
handled so I tied it up to the one-thousandth B-47 that rolled off the 
assembly line last fall. There was a great deal of publicity about that 
One thing I wish had been more thoroughly stressed in that publicity, 
that the thousand B-47’s turned out by Boeing had been made by 
more than 3,050 small-business concerns and some 780 large-business 
concerns. Boeing engineered the whole production and put it all 
together. 

But the actual construction of the parts was spread over some 
35 States. 

This particular illustration here is the B—47, and this, on the right, 
shows the major assembly breakdown. The shaded part there is made 


by Boeing in Wichita. All the rest of these are made by major 
assembly subcontractors. Most of them are made by very large 
subcontractors who in turn place business with small concerns. 

This next chart (chart 8) shows the dollar spread. 


CHART 8S 


air force small business program 


1000 B-47 BOMBERS, BOEING AIRPLANE COMPANY WICHITA DIVISION, KANSAS 
PLUS TWO ITEMS OF GOVERNMENT - FURNISHED AIRCRAFT EQUIPMENT (GFAE) 
@ 1000 A-S TAIL DEFENSE FIRE CONTROL SYSTEMS, GENERAL ELECTRIC COMPANY, 
JOHNSON CITY, NEW YORK, BURLINGTON VERMONT 
@ 6000 J-47 JET ENGINES, GENERAL ELECTRIC COMPANY, CINCINNATI, OHIO 


B-47 Chart 0 


CONSOLIDATED VALUE OF AIR FORCE PRIME CONTRACTS 3 |,805,972,000 


RETAINED BY PRIMES FOR PAYROLL, ENGINEERING, 
ADMINISTRATION, TAXES, PROFIT, ECT. 2 589,626,000 


PLACED OUTSIDE WITH LARGE SUBCONTRACTORS 964,465,000 
KNOWN TO HAVE BEEN PLACED WITH SMALL CONCERNS 
BY PRIMES 9 251,679,000 
BY CERTAIN LARGE SUBS* 133,919,000 $ 385,598, 000 21.4% 


* THIS AMOUNT REPORTED BY LARGE SUBS HOLDING *717,029.000 OF THE $964,465 000 PLACED WITH LARG 
CONCERNS §=AMOUWT PLACED BY LARGE SUBS HOLLING THE REMUNDER HAS NOT BEEN REPORTED 
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Here we have the thousand B-47 bombers which you all recognize 
as one of the most intricate and technical pieces of air weapons we 
have. We have some larger ones coming along but this is the one on 
which we have a complete history for the first thousand. 

These are the dollars that are put out by Boeing, plus the dollars 
put out by just 2 contractors of Government-furnished aircraft equip- 
ment used on the B-47, those 2 being General Electric up in Johnson 
City, N. Y., and Burlington, Vt., who turned out 1,000 A-5 tail 
defense fire-control systems, and General Electric in Cincinnati who 
furnished the 6,000 J-47 jet engines. This is the consolidated report 
of those 3 prime contractors to the Air Force and it shows the consoli- 
dated value of their prime contracts as $1,806 million. 

Retained by those 3 primes for payroll, engineering, administra- 
tion, taxes, profit, et cetera, was $590 million in round figures, 32.8 per- 
cent retained. Placed with outside large subcontractors, $964 million. 
Known to have been placed with small concerns by these 3, $252 
million, and, by some of the large subcontractors, an additional amount 
with small-business concerns of $134 million. The total amount 
known to have been received by small concerns out of this $1,806 
million spent by the Air Force, was $386 million or 21.4 percent. 

We don’t have reports from all of the large subcontractors, but 
we do have reports from most of them, those receiving $717 million 
of that $964 million. 

We feel that is a very good record of a real accomplishment. We 
know that the 21.4 percent would be increased somewhat if we had 
the rest of these figures in here, and also we never forgot the fact, 
as you get into the third tier, additional business goes to small con- 
cerns. This only takes tn the first two tiers, the prime contractors 
and their major subs. 

Now going back to this new report form that was worked out by 
our advisory group and which we hope can be adopted by the three 
departments and approved by the Bureau of the Budget because it 
would require that. 

This is a rough picture of the report form itself. The basic thing 
is that a contractor would make out only 1 report for each 6 months’ 
reporting period. On this he is reporting what he does with the total 
mixture of defense business received from the Army, Navy, Air Force 
or as a subcontractor to some other industrial concern. 

He is showing what he did with the defense dollar that came into 
his possession, how much he placed out with large concerns, how much 
he placed out with small concerns; how much he retained, and he 
relates all that against the value of the total work performed by him 
in that 6 months’ period. 

We wanted to try it out, so we asked six prime contractors to give 
us a report on this form for the last 6 months of calendar 1954, It 
gives us a representative picture of what is going on today, although 
I want to be sure that we understand that this is a very small sample. 
If we can get this report form approved, we will be able to get a 
representative picture pretty well-across the board. 

These 6 companies, 3 of them in the airframe business, 1 in jet 
engines and 2 in electronics (referring to chart 9). 

The performance value dollars on which they reported in that 6 
months’ period came to $637 million, which we will call 100 percent; 
retained by them, $273 million or 43 percent; committed to outside 
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large subcontractors $214 million or 33 percent; committed to small 
subcontractors $152 million or 24 percent. That is the record of the 
operations in the plants of these six defense contractors 

They also secured reports from some of their major subcontractors 
with whom they had placed a total of $214 million. Those that they 
received reports from had subcontracts amounting to $92 million, less 
than half of the total amount. ‘Those companies reported that they 
in turn in that same 6 months’ period had placed with small-business 
concerns $19,369,000 of what they had received from the other six. 
So we can add that $19 million to this $152 million and we come up 
with a figure of $171 million that we know went to small-business 
concerns out of this total dollar value of $637 million, which is 2 
percent in those first two tiers, the second tier only partially reported. 
It would be larger if we had more reports from this figure of $214 
million. 


“\” 
‘ 


CHART 9 


Time ee MiMi tt Me leslie JULY 1, 1954 - DECEMBER 31,1954 


COMMITMENT REPORT 


6 DEFENSE CONTRACTORS (3 AIRFRAME, | JET ENGINE, 2 ELECTRONIC) 


1. SALES-DOLLAR VALUE $ 637,328,000 100% 
2. RETAINED BY PRIMES 272,937,000 43% 
3. COMMITTED TO LARGE SUBCONTRACTORS® 213,567,000 33% 
4 COMMITTED TO SMALL SUBCONTRACTORS 151,504,000 24% 


SUBCONTRACTORS RECEIVING $91,686,000 OF THESE COMM/TMENTS, REPORTED 
THEV IN TURN HAD COMMITTED $19,369,000 TO SMALL CONCERNS. ADDING 

THIS AMOUNT TO THAT SHOWN IN LINE 4 ABOVE, $170,872,000 OUT OF THE 
$637,328,000, OR 27% 1S KNOWN TO HAVE BEEN PASSED ON TO SMALL BUSINESS 
CONCERNS IN THE FIRST TWO TIERS, PLUS AN ADDITIONAL UNKNOWN AMOUNT. 


We felt we wanted to test this form out and see what we came up 
with. This 27 percent if that should be true across the board, Mr. 
Chairman, compares to that 21 percent we found 2 years ago, which 
covered a period from the beginning of Korea, when our contractors 
were desperately searching for somebody to do this and that for them 
That is not the situation today. But so far as this particular group 
is concerned, at least 27 percent is known to be going to small business 
out of their total sales dollars. 

So we can say that from such statistics as we have, and we hope 
to have more very shortly, there is no indication of any lessening of 
the percentage going to small-business concerns by Air Force con- 
tractors. 

Mr. Forsytue. Have you any indication that some of those smalls 
are turning around and subcontracting to large firms? 

Mr. WeppE LL. J should expect they would. The small, when he 
gt an order, has to get his steel, and so forth, from large producers. 

t can go around in circles. 
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Mr. Forsyrue. That’s right. 

Senator SMaTHERS. Just so small business is somewhere in that 
chain, that is our primary concern. 

Mr. Forsyrae. Do you have any trouble getting this report back? 

Mr. Weppetu. That was an interesting thing. We asked them to 
let us know what trouble the ‘V had. They said there was no trouble. 
Our major contractors said, there is no trouble, if vou ask us for this 
kind of information, we can provide it. 

It relieved me a great deal that it was not just an act of coopera- 
tion—‘‘Sure, even if it costs us our shirt, we will do it for you.” They 
found it was a simple thing to do without running up additional 
expense. 

Mr. Forsyte. Nobody made the suggestion that vou ought LO 
pay them a little bit more for making the report? 

Mr. Weppetu. Not one. 

May I just close what I have said with a request, Mr. Chairman? 
| have here the proposal for a small-business subcontracting program 
the way it was endorsed by the Air Force Advisory Group at its 
January 28 meeting, which includes this report form and includes the 
results of 6 months’ deliberation. I would like to submit it for the 
record if I may. 

Se ‘nator SMaTHERS. Youmay. It will be made a part of the record. 
The document is as follows:) 





EXHIBIT 12 








PROPOSAL FOR AN APPROVED SMALL-BUSINESS PROGRAM 























Following is the form in which the proposal was endorsed by the Air Force 

Advisory Group on Small Business at its meeting of January 28, 1955, Ralph 
Osborn, moderator. 
1. Air Force prime contractors currently holding contracts which in the opinion 
f " e Air Force offer substantial subcontracting opportunities will be urged to 
establish small-business programs conforming to paragraph 2 below. Further- 
more, after a date to be set, in the negotiation of any prime contract (which in 
the opinion of the procuring contracting officer offers substantial subcontracting 
opportunities) with a source which did not already have an approved small- 
siness program, the source would be required to establish such a program. 
2. All of the following activities would be required of an approved small- 
Usiness program: 

1) The designation of a responsible executive of the company or plant as its 
small-business liaison officer. He will be the contact man with Air Force pro- 
curement ‘ed production officials and officials of the Small Business Administra- 
tion on matters related to small-business participation. He will be charged 
with assuring that the company or plant carries out the spirit and the letter of 
-business subcontracting clause in its contracts, and will be responsible 
for the establishment of an approved and effective s1 


nall-business program withi 
the company or plant. 








bh) The requesting of major subcontractors (whose contracts, in the opinion 
of the prime contractor, offer substantial small-business subcontractins oppor- 
tunities) to establish and conduct approved small-business programs, meeting 
these requirements. This will include the placing in these subcontracts of the 
small-business subcontracting clause appearing in the prime’s contract 
The maintaining of records showing as to each prospective source on the 
source lists whether or not it meet the Departn ent of Defense def nition of 
a small-business concern. These records will be made current Ld ually. 
!) The utilization of such information related to potential small-business 


sources as is furnished by the appropriate offices of the Air Force and the Small 
Business Administration. 

The maintenance of an “open door’’ to small concerns seeking work il 
connection with defense contracts, and the provision of fair hearings on their 
complaints without prejudice to the complai ant 
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f) Submission to Headquarters Air Materiel ¢ 
istrative contracting officer, of the semiannual ( 
ment Commitment Report on forms provided b: 
)fficer. 

Paragraphs 3, 4, and 5 of the original draft wer 
as a substitute it was recommended that suggesti 
ntary) activities could well be made in a letter fron 
Command to its prime contractors PerRepaning. 


Mr. Weppe.i. We have always made it a point to say to our large 
primes, not only doa good job, but after soudert tellthe people that let 
them know what is going on in this whole field. [have herea report, a 
special report from North American Aviation Co., in its publication 
called Skyline which is entirely on the small-business activities of that 
important contractor of ours, an important contractor to the Navy as 
well, and also this full-page advertisement run by Boeing very recently 
in some 7 different national publications on the B 52. showing how 
much they are doing — small business, how much small business is 
participating in the B-52 production I would suggest that they 
included in the record as with a copy of our USAI 
Jusiness Bulletin No. 4, June 1954. 

Senator SMATHERs. I think they properly should be 
the information of the committee. 

(The documents referred to retained in the committee fil 

Mr. Weppexu. That is fine, that finishes my presentation 

Senator SMaTrHErRS. Thank vou. You made a_splendi 
and a fine presentation. 

Do you have any questions you want to ask 

Mr. Forsyrne. Not right now. 

(Discussion off the record.) 

Senator SMATHERS. Mr. Lewis, does the a ‘ran have full 
responsibility even now? 

Mr. Lewis. Full responsibility for what? 

Mr. Forsyrue. Under this new system for turning out final 
product? 

Senator SMatHgERS. The weapons system vou are talking about. 
It is the one vou people look to. 

Mr. Lewis. Absolutely. They are responsible for producing 
Weapons in accordance with the contract we give them. In the 


contract which is a very elaborate document in these cases, we 
recognize the facts of life. If-we supply certain equipment, we say 
we are supplying it and he has no responsibility for it. To provide 
the weapon he has undertaken to provide in the contract he 1s 
responsible. 

Senator SMarHers. Under this weapons concept of letting a con- 
tract, after vou have had a fighter built,‘for example, and you tested it 
out and it needs considerable modification, do vou people pay the 
prime contractors additional money for making that modification or 
does that come in in the first part of the contract, or do they vary’ 

Mr. Lewis. They vary a great deal. Every case is different | 
would Say. Normally I would think vou have to help that in the 
business of buying weapons, you are buying quality and you are buying 
advances in the state of the art, all the time. 

It is not as if you go down to the automobile company and buy a 
1954 automobile of a certain model that has been in the process of 
development for 4 or 5 years and was there, observable, and testable 


) 
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We really are buying weapons, we are buying the know-how of the 
country, the best that anybody thinks he can produce for us at a given 
time. 

From the time we write that contract and until that gets into the 
inventory, we run into lots of problems and we learn lots of things we 
did not know before, and we take the attitude in our contracting that 
if it is something new, something that can be added to the worth of 
the weapon, that we should pay the costs of cranking that in. On the 
other hand, if he has been wasteful or has been stupid or has not lived 
up to the terms of his contract and done something that a good manu- 
facturer should not do, then that is on him. 

Mr. Stuits. May I follow there, Mr. Chairman, for a few moments. 
One of your newest fighter planes, the F-100 has been grounded for 
rather extensive changes. I assume the Air Force is paying the bill. 
You are getting that from North American, who puts that out. 
They are not picking up the tab on modifying it? 

Mr. Lewis. They are not. That provides a good example of the 
problem we are discussing. F-—100 is a very advanced airplane. It 
is up in the areas of performance that nobody has been before. The 
problems that lead to the modification were air-dynamic problems 
that were discovered by the Western World in the flight of this air- 
plane. We felt that under those circumstances these costs of modifica- 
tion should be paid by the Government. In such cases however, we 
do not pay more than the cost. We don’t pay them a profit on that 
occasional kind of work. We feel they are not entitled to that. 

Mr. Stutts. The reason for my question there is that it seems to me 
that you say that the reason you give an airframe manufacturer com- 
plete responsibility is so that you can hold him responsible. If you 
don’t hold him responsible in major cases or in minor cases, this com- 
mittee in past years—and will again—go into circumstances where 
we have had equipment failures. 

What is the meaning? Why do you need a weapons-system con- 
cept if after you have given full responsibility to the prime contractor, 
you don’t hold him to it? 

Mr. Lewis. I don’t agree that we are not holding him to it. He 
just can’t walk off—he has to fix that airplane, which involves a lot 
of engineering and involves a lot of research and involves a great 
deal of work, which, as I say, he doesn’t get paid in the same way as 
he does for the initial product. And he is responsible, his reputation 
with us is as a supplier and is based on his ability to work through 
his troubles. And he does. 

I think to give you the difference here that we are talking about, I 
have seen this happen not in airplanes in this country but in air- 
planes in other countries, where the weapons system responsibility 
did not exist, but the Government or several Government agencies 
bought several components and then assembled them after delivery 
and things would not fit. They were not balanced harmoniously, 
and there was never a chance of that weapons system working. We 
just had inharmonious components. Our weapons system is directed 
at having the control of the design, engineering, and production and 
service and use of this thing in the hands of a single responsible con- 
tractor from the time we decided to go forward with it until it is in 
operation in the Air Force. 
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Mr. ForsyrHt. When vou say you toughened the policy, what 
steps did you take there? Prior to this in your testimony you said 
vou had noticed you had toughened up your policy 

Mr. Lewis. 1 think we have to obse ‘rve bv toughening up the 
policy I mean this, that we have taken the matter upon ourselves now 
to review the contractors’ proposed procurement plan before he 
actually goes forward with his plan to buy this from this company 
and another item from another company, and so forth, and we are 
now asking him to submit these items to us. We are very careful 
not to let him do things under his prime contract that he would per- 
haps like to do but which we do not feel is suitable. 

I will give you an example. It is the simulator that you mentioned 
Pw Actually you did not have that story right. "Two years ago 
certain manufacturers felt that they should have the simulator as a 
part of the weapons system. 

They took the view that training the pilot was a part of the opera- 
tion of the airplane and they proposed to take that responsibility. 

That was frankly attractive to us because the aerodynamics data 
with which you built a simulator comes out of the airframe company 
and the easy thing for us would have been for us to say go ahead, 
and do them both. But we felt on examination that was not the 
right thing to do. 

There was a separate simulator industry. There was a certain 
specialized know-how there that should be protected and we made 
policy decision that we are operating under now that simulators now 
are bought directly by bo Government in all cases 

Senator Smaruers. Gentlemen, I am going to have to run. | 
suggest that we recess this meeting—how many more witnesses does 
the Air Force have? 

Mr. Lewis. None. We are through. 

Senator SMaTHERsS. I would suggest that we recess the meeting, 
reserving the right to submit to the Air Force the questions which we 
want to ask them in writing and let them give us the answers back 
at which time they will be made a part of the record. 

Do you have any objection to that? 

Mr. Forsyrue. Well, just a little in the fact that we have not 
gotten into the subcontracting directive at all nor into the joint- 
determination program and a lot of the small-business facets of the 
testimony that I think we could just discuss with Mr. Weddell and 
Mr. Johnson better than by writing. 

Senator SMATHERs. Let’s do this then. 

We have the Neely amendment in the Finance Committee and we 
will be occupied with that all day Monday. 

I would suggest that we—if the questions that you wish to direct 
are to Mr. Weddell and Mr. Johnson? 

Mr. Forsyrue. It is all small business now. 

Senator SMATHERS. Let’s recess this meeting until Monday at 
9:45 at which time there will be no necessity for the Secretary to be 
here and some of his people—they can go on about their business. 

Let’s have Mr. Johnson and Mr. Weddell here. 

I can start the meeting if we can’t get Senator Long or Morse or 
some of them to be here, I will let you people carry on your questions 
and answers for the record, 
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Mr. Forsytue. | think we can have someone here. 

Senator SMatHers. I wish to express my thanks to you, Mr. 
Secretary, for coming here I think thus far you have made a fine 
presentation. I have told both the Navy and the Army that while 
these charts and figures of course are meaningful they sometimes don’t 
actually convey the entire picture. 

I think that small business has to depend on the intention of the 
people who let these contracts and who have supervisory control over 
the contracts. I hope they are genuinely interested in preserving the 
rights of small business. If they are, then we think that there will 
be no question but that small business will be protected. So small 
business looks to you people to protect them and the only thing we 
do is run an annual check to see whether or not their needs demand 
additional legislation. We think there is sufficient legislation. We 
think from this point on it is up to you men to see that small business 
is protected, The responsibility of carrying out the intent of Congress 
in this respect rests with you. 

Krom this presentation it appears that this year you have done a 
creditable job. So with that little statement this meeting will stand 
in recess until Monday at 9:45 a. m. 

Thank you very much. 

(Whereupon at 12:30 p. m., the committee adjourned to reconvene 

at 9:45 a. m., Monday, April 25, 1955.) 
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MONDAY, APRIL 25, 1955 


UNITED STATES SENATE, 
SUBCOMMITTEE ON MiLirary PROCUREMENT 
OF THE COMMITTEE ON SMALL BusiINESS 
Wash qto wes 
The subcommittee met, pursuant to recess, at 10 a. m., i 
Senate Office Building, Senator Smathers presiding 
Present: Senator Smathers and Senator Morse 
Also present: Robert Forsythe, chief counsel, and Wilham D. 
Amis, professional staff member. 
Senator SmMaruers. The meeting will come to order 
We will continue the Small Business Committee hearing on pro- 
curement in the armed services. Mr. Forsy the, you may proces d. 
Mr. Forsytrue. Mr. Johnson—or Mr. Weddell, whoever wants 
to answer it—TI think vou testified on Friday that you had approx- 
imately 60 small-business specialists. Was that the number? 


1 room Ol, 


STATEMENTS OF KENNARD WEDDELL, ASSISTANT FOR SMALL 
BUSINESS, HEADQUARTERS, UNITED STATES AIR FORCE; AND 
MAURICE JOHNSON, EXECUTIVE FOR SMALL BUSINESS, HEAD- 
QUARTERS, AIR MATERIEL COMMAND Resumed 


Mr. Jounson. No, sir, 47. 

Mr. Forsytur. How are these men selected for their jobs? 

Mr. Jounson. They are selected for their jobs, Mr. Forsythe 
the basis of several factors. 

They should have a pretty good knowledge of Air Force Procure- 
ment procedures. The ideal man should have general business back- 
ground and know something of production. The small-business 
specialist is rather a peculiar sort of person. In addition to that, | 
think one of the most important things that he must be is a salesman, 
because we have a selling job to do. That job must be done not only 
with businessmen who call at our offices, but 1 mean with procurement 
people also. 

Mr. Forsyrue. Mr. Weddell and Mr. Johnson, as two chief ad- 
visers to the Air Force on small business, are you in a position to 
screen these people as they come in as specialists? Are you given 
any responsibility in their selection? 

Mr. WeppE.L. I can state from my standpoint, that I have no 
authority whatever over the selection of small-business specialists. 

Mr. Forsytue. Are you satisfied with general confidence in the 
ability of the men that you have to work with, to make this program 
work? 


, On 
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Mr. Jounson. We have 47 small-business specialists. 1 think, 
generally speaking, that they are quite well qualified for their jobs. 
As to their selection—of course, we are limited by civil-service regula- 
tions. We have some difficulties in the selection and also in retaming 
people, competent people. There are | or 2 places where we are having 
difficulty at the present time because of the method of evaluating the 
jobs. We have a very competent man, for example, at one installa- 
tion, who has very recently, within the last 2 weeks, had his job 
reevaluated by civil-service people and the grade was reduced. Of 
course, that man is leaving us. That means, if he does leave us—and 
he says that he will—that we would be set back a year at a very 
important installation, even if we are fortunate enough to get a good 
man to replace him. In other words, the man must go through 1 
complete fiscal year before he is really of any value to us and we can 
put him on his own. That particular installation is responsible for 
staff supervision over some of our most important district offices. 

Mr. Forsyrue. What grade did the specialist have before this recent 
ruling? 

Mr. Jounson. Grade 12. 

Mr. Forsyrut. What did they reduce it to? 

Mr. Jounson. Grade 11. 

Mr. Forsyrue. So your difficulty in retaining people that you 
believe are competent comes from the civil-service system that reviews 
periodically —— 

Mr. Jounson. Let me say this, Mr. Forsythe. I don’t want to say 
itcomesasaresult of thesystem. I think to some extent it is a matter 
of lack of knowledge of the responsibilities of the position being 
evaluated. I have found this diffic ulty in the past, and I don’t know 
if it is true in the particular case. I haven’t had the time to investi- 
gate it. 

Mr. Weppetu. As Mr. Johnson stated, one of the most important 
qualifications for an adequate and efficient small-business specialist 
is his ability to sell the Government program to the contracting 
officer. If he hasn’t got that ability, he is nothing more than a record- 
ing clerk. There are no registers; there are no job specifications, or 
whatever the proper term is in the civil service, that cover the type of 
qualifications that are required for this very unusual operation. Indus- 
trial specialist doesn’t cover it. Business analyst doesn’t cover it. 
The result is that whether we are trying to retain a man or bring in a 
new person to this job, it is just by the greatest luck if we can “work 
into it a person who is really qualified. 

Mr. Forsyrue. Is the Air Force trying to retain this man in any 
way? 

Mr. Jeounson. In this case I mentioned, the position is at Oklahoma 
City, and it is my understanding that the Air Force intends to appeal 
that. 

Mr. Forsyrne. Will you get any backing from General Rawlings 
and Mr. Lewis on this matter? 

Mr. Weppe.u. We have. It isn’t directly in Mr. Lewis’ jurisdic- 
tion. It comes under the Assistant Secretary for Manpower and 
Personnel, and that office is working with us. That office is working 
with us to hold up any harmful action, and appeal the case tf necessary 

Mr. Forsyrur. If you don’t have a strong man in there it reflects 
on Mr. Lewis’ domain in procurement. He is the man interested in 
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seeing that the small-business program works in procurement. So 
e would be indirectly interested in this particular case 

Mr. Weppet. True. When I say it is, strictly speaking, in the 
ands of another office of the Air Force, | have presented it there as 
\ir. Lewis’ representative on small business. 

Mr. Forsytue. | think that is one thing that the committee is 
interested in. Some of the problems that these men have in retaining 
men in the field in making this program work and the practical 
difficulties they are running into is a matter we are interested in. 
They get a man and train him so that he knows the small-business 
people and then somebody comes along and rer’ ates his job and he 
cannot stay because they knock him down 1 or 2 grades, and they los 
him. They have to pick up a man at a lesser seas and get him into 
this program after a training program. ‘That is where a lot of our 
practical difficulties arise. 

Mr. WreppELL. May I make a statement that I should have made 
on Friday about the responsibilities of these small-business specialists 
in the district offices? They not only, as I stated on Friday, assist 


small-business concerns to get on our bidders’ mailing lists and see 


bid-sets and interpret them properly, they also have the respon- 
sibility of attending industry meetings of all types to get the support of 
small business in our procurement program, and to tell them the 
things they should do to get themselves into our procurement and 
production system. I submit for the record a typical example of this 
activity. The document referred to follows: 


ExuisBitT 13 


Boston Ark PROCUREMENT DIstTRICT, 
MIppLETOWN Ark MarerRIAL AREA, 
Boston ArMy Base, 

Boston 10, Mass.., April 19, 1954. 

Mr. J. K. WEDDELL, 
Chief, Office of Small Business (AF MPE-PR), 
Headquarters, United States Air Force, 
The Pentagon, Room 4d266, Washington, D. C. 

DeaR KEN: Confirming our recent telephone conversation the following is a 
brief résumé of two projects conducted by this office during the past year 

In March 1954, personal visits were made to the financial and business editors 
of the leading New England daily newspapers. The purpose of these visits was 
to inquire as to whether or not they were desirous of presenting to their readers 
a weekly listing of current Air Force needs. Of the many offices visited, 17 were 
desirous of obtaining these weekly news releases. The first release was dated 
April 4, 1954, and this program has now been in operation for a little over 1 vear. 
During this time 7 of the 17 newspapers have been very consistent in publicizing 
the releases each week; sample copies of the information provided the offices is 
attached hereto. This program was expanded to include distribution to the 6 
New England State development commissions, 9 local chambers of commerce and 
several manufacturing associations such as the Smaller Businessmen’s Association 
of New England. We have also prepared extra copies which are distributed to the 
field personnel of the production, contract, quality control and industrial property 
divisions at this installation. By having this information, the Air Force personnel 
are better informed as to exactly what we are buying and they are able to direct 
inquiries relative to any open procurements to the Small Business Division for 
answer. 

The second project initiated was the conducting of procurement clinics for small- 
business concerns. This office started in September 1954, at which time we made 
personal visits to the State development commissions and local chambers of com- 
merce offices. In contacting the assigned personnel, we 7 formed them of the 
mission of the Small Business Division and of our desires to help any of : e small- 
business concerns in their areas. We assured them that we would be happy to 
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meet with their people, talk to them explaining Air Force procedures and how they 
may become registered bidders. Following this there were clinics established on 
the dates and places indicated on the attached. Concentration was placed upon 
conducting these meetings in distressed labor areas, since it was felt that they 
could benefit most by such a service. These meetings consisted of a brief talk 
followed by film or slides and a question and answer period. Later we selected 
various drawings and specifications applicable to current procurements and had 
these materials on display for examination by interested contractors. It is to be 
noted, that to date, there have been more meetings conducted in the Providence, 
R. L., area than in any other area. In this connection we wish to advise that the 
State development commissions have extended the invitations and they have been 
selective in this procedure, concentrating on the greater Providence area for one 
meeting, Cranston area on a second meeting, Warwick and West Warwick for a 
third meeting, etc. We have in this manner covered a large area using the one 
operational base at the statehouse, Providence, R. I. 

The reactions of the people attending these meetings has been exceptionally 
good; they are very pleased with the attention we have given to them, and we 
have already developed several new sources which have been added to our reg- 
ister. These meetings were started by this office and with the cooperation of 
the State development and local chambers of commerce personnel. Recently 
the Boston Ordnance District has joined with us in attending these meetings 
and present their current items to the local groups. On the most recent meeting 
held at the Hotel Bancroft, Worcester, Mass., Small Business Administration 
was invited to participate. They did so and brought with them prints and 
specifications which they had on hand regarding procurements for the Depart- 
ment of Navy, Chemical Corps, Signal Corps, and Quartermaster. At the pres- 
ent time we have tentative arrangements for conducting similar meetings in 
Portland, Maine, on the 5th of May and Augusta, Maine, on the 6th of May. 

If vou are desirous of obtaining any further details or information relative to 
the foregoing, we will be \ery pleased to forward same together with any copies 
of newspaper releases, photographs, etc., which you may wish that we obtain. 

Sincerely, 
EK. J. FirzGerap, 
Chief, Small Business Division, Boston Air Procurement District. 


AIR FORCE PROCUREMENT 
(Enclosures) 


The Small Business Division of the Boston Air Procurement District announces 
receipt of the following invitations-for-bid and requests-for-proposal covering 
items being procured by the major purchasing depots of the Air Materiel Com- 
mand. Interested New England concerns may review prints and specifications 
which are available for examination at the Small Business Di, ision, sixth floor, 
section F east, Army Base, Boston 10, Mass. Telephone LI-2-6000, extensions 
S86 and 887. 
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Item Qu 
BAR ASSY, Towing Adj. Tail Wheel 132 each \ 
BATTERY, Aircraft, Storage 3,630 each | . 
HAPER, Metal, 24’ Horizontal 25 eacl SQ A 
HEADSETS & HEADSET- Microphone 12,000 each fUNVQ \ 
roW TARGETS, Banner Style 3,550 each 4Q \ 
rAND ASSY, Test Fuel Pump 3 each sOHHQ 
rARTER & STARTER ASSY (11 items Various 21LQ 
SPARE PARTS for Crash Trucks (24 items do 246Q 
ENGINE, Gasoline 36 each 247Q L) 
BOX-METAL, Air Shipment, Collapsible, Pallet | 7,685 ea 401 Ay ‘ 
Sty le. 
RESISTORS (54 items Various 76B I 
LUBRICANT, TIRE & RIM DISMOUNT- | 3,000 gallons S1B Apr 
ING, 
OXYGEN, Liquid T ype 2—Grade B 1,000,000 cubic feet 55-85B Ay ; 
SWITCH, Thermostatic SPST 8,680 each 5-2843Q 4 } 
GUARD SWITCH & CIRCUIT BREAKERS 13,400 each 55-80B Ay 6, 19 
MEAL, Precooked Frozen (10 items) 287,686 eact 55-83 B A} 4,19 
SPARK PLUGS (20 items 110,000 each 20B Ay 
REGULATOR OXYGEN 310 each +-126B Ay 
PUMP Vacuum, Rotary Type 24 each 55-345B Ay 2 
CAP ASSY tube aluminum alloy 8,400 each >721B Ay 13,19 
HINGE 9,500 each 55-724B Ar 14,19 
ENGINE & ENGINE ASSY (4 items 04 each 55-200Q Apr. 11 
SIGNAL GENERATOR AN/GRM4 78 each 5-2018Q Apr. 2 
rTRANSFORMER—Power Filament Type 60 each 55Q Apr. 2 ; 
SCALE, Counting & Weighing 29 each 338Q Ay 11,19 
RECTIFIER, Metallic, Portable, Direct Cur- | 278 each 5-1349Q Apr. 2 he 
rent. 
AIR CONDITIONER, Trailer Mounted—Freon_| 186 each sI71Q 1) 
W IRE—electrical Various 123B At 8,19 
MIC ROPHON E—Dynamic 4,221 each 5-4999Q Dy 
ANTENNA 995 each 55-4975Q LD 
NoTE.—R Signifies Invitations-for-Bid—QO Signifies Request-for-Proposal. I vidition to the above, 
there are posted on the Bid Boards, local procurements from New England Air Force ba which cover 
a variety of items of a local purchase nature. 
Date Place Atten 
Dec. 3,1954 | Lowell-Lawrence, Mass., in cooperation with Lowell Development Comn 
sion and Greater Lawrence Citizens Committee 70 
Dec. 10,1954 | State House, Augusta, Maine, in cooperation with Maine State Development 
Commission 45 
Jan. 10,1955 | State House, Providence, R. I1., in cooperation with Rhode Is State De- 
velopment Commission 45 
Jan. 24,1955 do i 
Feb. 7, 1955 | do 4) 
Feb. 21, 1955 do 2 
Mar. 7, 1955 do 2 
Mar. 21, 1955 do x) 
Mar. 25,1955 | State House, Augusta, Maine, in cooperation with the Maine State Develop- 
ment Commission. . - 
Apr. 4,1955 do aa ; HM) 
Apr. 12,1955 | Hotel Bancroft, Worcester, Mass., in cooperation with the Worcester Chamber 
of Commerce sa 
Apr. 18,1955 | State House, Providence, R. I., in cooperation with the Rhode Island State 


Development Commission--_- 


They also work very closely with our prime contractors making 
information available to potential small subcontractors, and they 
pass that information on to the small businesses who are always 


interested in subcontracting. 


The largest part of their activities have to do with our subcontract- 


ing program. 


Again you will recognize the need for having men of 


somewhat high stature who can sit down with a representative of 
industry and work with him to bring about a more effective program 


in his own plant. I would like to submit for the record a copy of the 
form on which they report their total activities. 
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Mr. Forsyrue. Is there anything this committee can do to help 
the Air Force in a situation such as this, in personnel, in the form of 
suggestions from the committee or someone that we might contact to 
bring the problem to their attention, probably more forcefully? 

Mr. Weppe tt. I think vou are being of assistance, Mr. Forsythe, 
in showing the concern that the committee has in this matter at 
these hearings. 

Mr. Forsyrue. You think that that will evidence enough interest 
from Congress, so that they will know that we are also interested 
that this program works and that anything that is thrown in the way 
of successful programs is a matter of concern to us? 

Mr. Wreppe.u. | would expect so. 

Mr. Forsyrue. I want to ask a few questions on the new sub- 
contracting directive, 4100.20. 

I might add at the outset that the committee has been impressed 
with the manner in which the Air Force has emploved during the 
last vear, since our last hearings, on pushing a subcontracting program, 
which we hope will be successful. 

Mr. Weddell, is it your feeling and understanding that the aims in 
the program that you have been trying to work out can be incorporated 
under 4100.20? 

Mr. WeppE.u. They have been incorporated in this paper. I think 
it is being left to the individual departments to come up with a valid 
and adequate implementation of this paper, and I am quite sure 
that vou will find they all do so. I know insofar as the Air Force is 
concerned, we have already started action to not only put this paper 
into effect, but go a little bit beyond that by making it applicable to 
our present contractors, not just those who in the future get contracts 
I believe it is a big step forward, Mr. Forsythe. 

Mr. Forsyrue. In the directive 4100.20, which is the basie diree- 
tive now, there is nothing in that, directive that carries any force with 
vour prime contractors. As I read the directive, it is all a voluntary 
proposition as far as the primes are concerned. 

The Defense Department is urging them to cooperate on this 
program. 

In your experience and in your work during the last year, do vou 
really feel you are going to get some cooper: ation from your prime 
contractors in the Air Force? 

Mr. Weppetu. I know we are because we already have, even 
without a DOD directive to back us up. I might savy this about that 
word “urge.” It was kicked around quite a bit. Should it be that 
we would require them or should it be that we would request them or 
should it be that we would urge them? The word in the directive, as 
as you know, is “urge.” From a practical standpoint, we have found 
that it doesn’t make one bit of difference when we, the purchasing 
agency, are talking to a concern who is trying to get a contract from 
us or who is trying to satisfy us in their operation of an existing 
contract. If we urge them, it is the same thing in practice as if we 
required. It gets results. 

i think that we can all take this position. I know we do in the Air 
Force. If we don’t get results that we feel are carrying out the 
congressional mandate, you might say, through this approach here, 
we will then stiffen the thing up, if that is necessar vy. 


a 


* Directive 4100.20 reproduced in this record as appendix 3 
I DI 
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From our experience, we do not believe that it is going to be neces- 
sary, but we are prepared to do so. 

Mr. Forsyrne. I was interested in that report form that you 
showed us Friday at the hearings. Do you think that that report 
form will give you the statistics that you need to evaluate this sub- 
contracting program after a year’s period of time, we will say? 

Mr. Webbe t. I believe it will give us as much statistics, as great 
an amount of statistics as we can get without requiring a contractor 
to set up a completely new set of reporting data. 

However, everything that is really essential is in there, not only the 
dollars that go to small business, but how that dollar amount is 
related to the work going on in that contractor’s plant. We found 
this in trying that form out. I showed the results on Friday of six 
of our prime contractors. It happens that 3 of those contractors also 
reported to us 2 years ago on that survey that we presented to this 
committee in 1953. 1 was interested in noting the difference in the 
percentages that they reported at that time and the percentages that 
the same companies reported on their current practices at the end of 
1954, calendar 1954. 

Those 3 companies that I mentioned reported back in 1953 that 
20.7 percent of their total prime contract dollar had been committed 
to small-business concerns. 

These same companies in the last half of calendar 1954 reported 
they had committed 21.2 percent of the value of the work that 
they were operating on with small business. 

1 also showed that special report on the Boeing-Wichita B—47, 
which had a little over 24 percent placed with small business by 
Boeing in addition to what their major subcontractors placed. May 
I correct that. Boeing plus their subcontractors placed 24 percent. 
Boeing itself placed 14.1 percent on the B—47 frame. 

Back in 1953 when we had that earlier report, Boeing was placing 
13.5 percent with small-business concerns. 

Those are some of the reasons-why we say that while this is a very 
small segment of industry that we are talking about at the present 
time, we have not so far found any factual indication of a relaxation 
in their placement of business percentagewise. 

Mr. Forsyrue. Is this reporting system that you have, adaptable 
to the Army and the Navy? Do you know if it is the plan to have 
the 3 services accept 1 standard form of reporting for the prime con- 
tractors? 

Mr. WreppE.u. That is its purpose. In fact, it will not work other- 
wise. We ran into this. We would like, of course, to have a report 
showing what a prime contractor of the Air Force does on a prime 
contract that he receives from the Air Force. But everyone of these 
prime contractors of ours, almost everyone, is also a contractor to the 
Army or to the Navy, and most of them have subcontracts with other 
prime contractors and other subcontractors. It is a complete mixture 
of business that they have in their plant. If we try to get them : 
segregate out of that the Air Force work which they could do, i 
would be quite a task, but it could be done. You could segregate ne 
Navy part and the Army part, but we are looking at the end result, 
and what would we gain by that? For when it comes to the sub- 
contracting that they are doing for another contractor, we would 
lose track of that entirely. So this advisory group’s solution to the 











\" 
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whole problem was: Let’s put it all in one bucket. What does 
company A do with the defense dollar that it gets, regardless of whom 
it comes from? 

That means whether it is an Army, Navy or Air Force contract, or 
a subcontract from anyone, we need the re _ on the entire mix. § It 
applies just as well to the Army or the Navy—and for that reason, 
the Air Force does not unilaterally try to put this new reporting form 
into effect except to make this small test case of six companies. 
Unless we have all three departments in this thing, it isn’t going to 
work very well. 

Mr. Forsyrue. I am looking forward to next year’s hearings by 
this committee, already, when you come in and we try to evaluate 
what each Department has done with this subcontracting directive 
which we have here. How are we going to evaluate the Army, the 
Navy, and the Air Force separately on their aggressiveness and the 
manner in which they have carried out their subcontracting program? 

Mr. Weppe tt. I believe the only way you can do that and the 
only way we can do that, because we are also interested in our own 
performance, is by selecting those particular companies who, in the 
main, are Air Force contractors or, in the main, are Army or, in the 
main, are Navy contractors. 

For example, the Columbus plant of North American is a Navy 
contractor. The Los Angeles plant of the same company is an Air 
Force contractor. When I say Air Force, I mean 98 percent of its 
business is Air Force. By selecting those primes who have the bulk 
of their business from one particular department, you can get a 
pretty good indication. You still will miss the subcontracting work 
that they do for other contractors, but that was the compromise 
that we arrived at in trying to get a reporting system. 

The important thing that we saw was to have it eve ry 6 months, 
so we can get the trend. We don’t want a history of some ‘thing that 
has happened and we cannot do anything at all about. We want a 
6-month recurring report, and when we are going to place a contract 
with a company, we want to know what is that company’s pattern 
of experience in considering small-business concerns, and we don’t 
care, from that standpoint, whether it has been a Navy contractor 
or an Army contractor. We want to know what is tts attitude as 
far as can be determined from this report. 

Mr. Forsytue. I asked this question of the Army, and : will put 
it to you: On the basis of that directive, do you think it is a fair 
proposition that in contracts over a million dollars ae are being 
negotiated, this directive can be used as one of the factors in deter- 
mining who should get a contract under those circumstances? 

Mr. Weppe... I do believe so, to give you a direct answer. 

Mr. Forsytue. In other words, if two companies are negotiating 
on a contract over a million dollars, price being approximately the 
same, if one tells you they are not going to promise any subcontracting 
program and one says, “We will go along and we will set one up,” 
| am wondering what weight will be given to the company who 
promises to comply with the directive. 

Mr. WeppELL. I believe that is already stated in ASPR, that the 
extent of subcontracting will be one of the fac ae i. be considered. 
What is the overriding factor, is an individual case situation. I feel 
that contractors will quite generally say, ‘‘Oh, ves, we are going to 
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have a small-business program of this approved type. We always 
consider small business in our operations. It is a perfectly natural 
matter of business with us.”’ That is true, but we say, “Go a step 
further and really make a definite effort on this thing.’”” They say, 
“Q. K., we will.” 

The important thing, then, is: How well do they carry that out? 
That is where our small-business specialist comes into the picture. 
He is going to watch that program or recommend changes in it to 
the company itself if he feels they are not aggressive in this, and he 
will point that out to them. Their figures will report the situation 
in their own company. If it is shown that only 5 percent of the 
business was relayed out to small business and another company 
shows that 60 percent was passed on to small business, that, in itself, 
is not to be used for or against any one of those companies. You 
have to take into consideration the type of article they are producing, 
the location of the plant. Those are important factors. 

I can show you companies that are placing 70 percent of their con- 
tract dollar with small-business concerns as subcontractors. I can 
show you others who are way over the other way, and yet, I iain 
that that company that is only placing 5 or 6 percent with small busi- 
ness is doing an amazing job with what they have to do. It depends 
very largely on the item they are producing, along with their attitude, 
also. 

Mr. Forsyrus. W hat kind of item would call for only a 5- percent 
subcontracting program? 

Mr. Wreppetu. The research and development item, for example. 
We would not encourage, in many cases, a concern receiving a research 
contract to place very much of that outside of their own confines. We 
are buying their brains, you might say. Having bought their brains, 
we don’t want them to pass the job on to some outside concern. 

Mr. Forsyrue. That is right, but we are going to take up research 
and development later. What kind of artic ‘les under ordinary procure- 
ment would only call for a 5-percent subcontracting program? 

Mr. Weppe.ui. You can take an item like the B—52. Boeing is sub- 
contracting a very high percentage of that plane, of that air weapon, 
chiefly to large- business concerns—a wing structure, a fuselage assem- 
bly, and so forth. You cannot subcontract that to a small-business 
concern. The subcontractor himself can pass out a lot of that to 
small-business concerns, but when you look at Boeing’s record, and 
they come up with a 13 or 14 percent to small business, and you com- 
pare that—if vou try to compare that to North American’s record of 
some 30 percent to small business, you have to look at the type of 
article that they are handling and the kind of subcontracting struc- 
ture that they depend upon. 

You have to take the whole package, in other words, Mr. Forsythe, 
and take the whole package to see how much of that original dollar 
that goes to Boeing finally winds up with small-business concerns. It 
is not only what Boeing does, but what their major subs and their subs 
are doing. 

Mr. Forsyrue. Do you think the weapons system concept that 
the Air Force is using affects your small-business procurement? 

Mr. Weppe tt. It does not. At least I do not believe that it will. 
The weapons-svstem concept in itself, I don’t see that it has any 
effect on small business. 
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: 

Mr. Forsyrae. How about the manner in which it is being carried 

; ul in some areas where the if tpg » bes ginhing to sel up operations 

| that they weren’t involved in in prior times to make more of the end 
tem? 

Mr. Weppetyt. The policy is very much against that, as vo 
been informed, by directive. 

\MIr. Forsyrue. If that were allowed to get out of hand el i¢ 
sVstem could possib ly work adve rse ly lo smal] business proc 

Mr. Weppett. Yes, but it is very clearly stated that we , 
ondone a weapons-system manufacturer gomg into the field of othe 
stablished industries. He is to utilize the field that already ey : 
and that is spelled out very clearly. 

When vou come to the actual practice of how this thing is going to 
work, that has to be watched very ee to make sure that some 
of these abuses that are anticipated | Vv not only small busine it 
large business, which they are afraid” of when it comes to act | 
pri vctice, that is up to the Air Force to make certain that our practice 
lives up to our policy. I can assure you that we are well aware o 


that. We are FoOmg to make every effort in the wo 
hose situat tions to preve! it them and correct anv that do occu 
Senator Morse (presiding). May I interrupt to ask a question o1 
two along this line? | want to sav, Mr. Weddell, that I think thi 
directive is an excellent directive. I think if th spirit and intent ol 


il 


this directive is carried out, the concern of this committee with small- 
business complaints will soon vanish, because | think this is a sound 
pou that you have set out here. | quite agree with you, for ex- 


ample, that your ee in entering into these contracts you 
approach these big-business concerns on the basis of urging rather 
than on the basis of handing down some sort of a mandate, should 
result in more cooperation than if you take the policy of issuing man- 
dates. I quite agree with that approach, if it will get results 

In your testimony you pointed out that, of course, if it didn’t get 
results, then it will become necessary for your division to go into 
matter again and handle it in a way that will get results 

I have two or three questions that I need for my information more 
than anything else. Let’s assume now that vou have let to company 
X, a $5-million contract, and ¢ ompany X has been carefully instructed 
as to the spirit and intent of the small-business-policy directive It 
is a procurement contract for the manufacture of specific weapons 
supplies. You find 4 months later that they are not letting out sub- 
contracts, except In a very, very small amount, to small business. 
What legal authority do you have under that contract to require them 
to carry out your urgings? 

Mr. Weppe tt. I don’t believe we have any legal authority under 
that, Senator. The minute you get into legal authority, which would 
mean it would be a contractual obligation there, we are going so far 
into that manufacturer's management, that we are more or less 
elieving him of the responsibility for the satisfactory performance 
to us of the contract to be placed with him. 

We have to be very careful that we do not take away his responsi- 
bility, so that, if he fails in some respect in that contract, he cannot 
say, ‘‘Well, you required me to do this.” 

What we do require him to do is to use every bit of good manage- 


ment in carrying out the Government policy. When it comes to the 
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details, when it comes to saying, 
component and subcontract it to such-and-such a company, or to 
small business in general, to some small-business concern,” there we 


are going so far that we are improperly interfering with his manage- 


ment responsibility. 

If we didn’t believe he had good management, we wouldn’t place 
the prime contract with him in the first plac —-Y might just illustrate 
that with what may be a homely illustration. When I want to have 
my garden and my lawn, and so forth, taken care of, I will get a good 
gardener. I will put him on the job and tell him what I want him 
to do, but I will not tell him what make lawnmower to use. I will 
not tell him how high he shall cut that grass. That is why I hire him, 
because | figure he knows that. I don’t want to get so far into 
his own operations there that I am going to do the job myself. I have 
to leave that responsibility with him. 

But we can say, ‘This is the policy of the Government, and you 
must carry it out.”’ In specific cases you run into all kinds of strange 
situations—not strange, either, but just stiuations—where, if you 
were in that same man’s position, you also would not subcontract 
that item out, you would produce it in your own plant. We have to 
take this on a case-by-case basis and look into the particular justifica- 
tion for retaining business, retaining manufacturing operations, as 
contrasted with placing manufacturing operations outside. 

Senator Morse. Take my hypothesis with the X company working 
on a $5-million contract, and you reach the point where you are 
satisfied that they are not carrying out the urgings that you set forth 
in this directive, and your small- “business liaison officer takes it up 
with the company, points out to the company that there are small- 
business concerns that are available to do some subcontracting, does 
that information that your small-business liaison officer gives the 
company at that point, in your opinion, tend to give the buying con- 
cern an excuse for any defective work or any slowing up of schedules, 
or any failure to meet other provisions of the contract, if at that point 
he goes ahead then and carries out the recommendation of your liaison 
officer? 

Mr. WeppELL. Senator Morse, the small-business liaison officer is 
a part of the company. He is a high official of the company, itself. 
He is not a part of the Air Force. He takes it up with his own com- 
pany, to make sure that they have an effective program for placing 
outside as much work as they can consistent with the efficient per- 
formance of that contract. We are looking to the efficient performance 
of that contract. I would say that a contracting officer meeting with 
the same company on a proposed extension, let us say, of their con- 
tract, or a new contract to be placed, if there has been a lack of cooper- 
ation, if there has been a letdown on their part in their interest in 
carrying out a Government policy, that would have effect on a con- 
tracting officer negotiating with that company. 

Senator Morse. In the future. 

Mr. Weppe tu. In the future. If I had to have that company, I 
would be inclined to put it in the contract and make it a contractual 
obligation under those circumstances. 

Senator Morse. That comes to my next line of questioning, and 
again, I am trying to educate myself on the problems that confront 
you. Certainly my first hypothesis results in the conclusion that 








“You must take this particular 
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there is no legal action that you can ti ake once the contract has been 
et. Company X, which has the $5 million contract, is free under the 
prese nt proce dure ‘'s to go ahead and manufacture these goods all 1 
own plant, if it wants to, sublet 1 percent or as many percent as it 
wants to subcontractors, so long as it meets the specific provisions of 
the contract. All your small-business division can do, once it becomes 
satisfied that the company isn’t carrying out the urgings that you 
thought they were going to do, when you signed the contract, is to 
persuade them to do it. If they don’t, there is no legal remedy that 
the Air Force has. Am I correct in that legal conclusion? 

Mr. Weppexu. On their present contract, there is no legal remedy 

Senator Morse. As you say, if that company has any intention of 
negotiating with you further, it must be ready to face the record it 
made on the $5 million contract. If it doesn’t, then in future con- 
tracts you would feel compe tied, if it is the tvpe of service that isn't so 
singular that this company or this company alone can do it, to write 
a specific requirement into the contract making it a legal necessity for 
them to subcontract a certain amount of the work. 

My next question is: Do you have the types of contract for work 
that would permit you, in the first instance, to require acompany that 
seeks to negotiate a contract to blueprint its subcontracts along with 
its primary contracts? 

Mr. Weppe.u. We do. 

In fact, our Air Force Procurement Circular No. 10, which is dated, 
I believe, February 11, 1955, copy of which I am submitting for the 
record, sets forth the procedure that will be used in the current nego- 
tiations of contracts for all articles which are of the critical type; that 


} 


is, we will say those that are on the Department of Defense special 
list, or on the Air Force list. These are the air weapons and major 
component type of contracts which we place, and they usually come 
to more than $5 million. 

(The material referred to follows:) 


Exuisit 14 
THE PERTINENT Parts or AFPC-10 ARE THE AMENDMENTS TO AFP-1 53-101 


101 Maintenance of the mobilization base. 

53-101.1 Applicability of paragraph. The provisions of this paragraph are 
applicable to the Directorate of Procurement and Production, Hq AMC, and to 
AMC field procurement activities in the placement of development and/or produc- 
tion contracts. 

53-101.2 Policy. The policy is to establish and maintain a production struc- 
ture capable of orderly and rapid acceleration to mobilization production rates of 
AF equipment. This will be accomplished by 

(a) Integration of current procurement programs with planned mobilization 
sources. 

(b) Retention of qualified production source including critical subcontractor 

(c) Planned orderly retention of industrial facilities becoming idle due t 
pletion and/or phase out of current procurement contracts. 

53.101.3 General. 

(a) Buying divisions will integrate current procurement with the planned in- 
dustrial mobilization producers to the greatest possible extent with the objective 
of supporting the mobilization base within the authorities and funds available 

(b) Data assembled on essential mobilization suppliers by the Industrial Re- 
sourees Division, Directorate of Procurement and Production, Hq AMC, will be 
used in planning current procurement. The policy of using contractors and facili- 
ties essential to the mobilization base is considered to be in the best interest of the 
Government. Suppliers that are deemed to be part of the mobilization base 
nermaliv will be invited to participate in appropriate current procurement 


i 
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\¢ In accomplishing (a) and (b) above every effort will be made, 


as capacity 
of planned producers becomes idle through reduction of existing programs, to 
utilize them by such means as subcontractors or for maintenance or modification of 
the same or related end items where practicable. 

(d) Upon expiration of current procurement contracts in a facilitv, action will 
be taken to provide for the storage of Government-owned facilities in one of the 
following manners, in the order of preference listed: 


1) Negotiate for the retention of machinery and equipment in place, preserved 
and maintained in a state of constant readiness. 

(2) Remove idle machinery and equipment, store in minimum area onsite or 
adjacent to point of last use, preserve, and maintain. 

(3) Remove idle machinery and equipment to central Government warehouses 
earmarked for a specific contractor, preserve and maintain. 

(e) Provide for periodic examination of industrial equipment and other facility 
requirements in line with changing mobilization production requirements and 
make necessary adjustments in the quantitative and qualitative industrial equip- 
ment to be retained. 

f) When procurement of any item is to be made by formal advertising, the 
contract may be placed without regard to schedules developed under industrial 
mobilization planning. However, inclusion of planned firms in bidders’ list is 
mandatory for planned items. 

(gq) When any contract, regardless of duration, is placed in a facility for which 
production planning has been initiated, the armed services procurement planning 
officer (ASPPO) will be informed and will, in turn, keep all affected claimant agen- 
cies informed so that they may take, or in the event of an M-day be prepared to 
take appropriate action. He will also notify them when, in his opinion, current 
procurement is of such nature or volume as to require a revision of mobilization 
production schedules. 


i 


(kh) For planned items, a production allocation will be requested or a revision 
to an existing allocation will be initiated as appropriate, in the following circum- 
stances: 

(1) When contracts are placed with facilities not operated by a planned pro- 
ducer. 

(2) When contracts are placed with facilities previously scheduled for other 
items, 

(3) Where contracts are placed with a planned producer but the rate of produc- 
tion substantially exceeds the planned rate of production. 

(‘) New negotiated procurements of planned items will not be placed until a 
review of the industrial structure has been made and a plan for conformance to 
the objectives of AF PI 53-101 have been established. 

(j) At the time procurements are negotiated, prime contractors will be en- 
couraged to employ broad subcontract structures, including the utilization of 
small-business concerns, to the greatest practicable extent, consistent with the 
efficient performance of the contract. Further, primes will be discouraged from 
entering the field of production of GFAE and CFE type of items, which in them- 
selves are foreign to the character of production normally accomplished in the 
prime contractor’s plant. 

k) Actions taken pursuant to maintenance of the mobilization base in accord- 
ance with the policies and procedures set forth herein will be reported in accordance 
with the instructions to be contained in AF PI, section LVII, part 23. 

53-101.4 Definitions. 

(a) Planned item. All AF procured items on the Department of Defense 
preferential planning list and all items on the AF departmental list. 

(b) Planned producer. A producer who has accepted or will accept a Tentative 
Schedule of Production (DD form 406). 

(c) Tentative mobilization production schedule. DD form 406 or other docu- 
ment setting forth a tentative mobilization delivery schedule for a manufacturer 
beginning with M-dav and continuing for 3 vears thereafter. 

d) Allocation. Tentative assignment of manufacturing capacity to a military 
department for utilization in the event of mobilization. 

(e) Subcontractor. A subcontractor, for purposes of the intent of AF PI 53-101, 
is a producer making parts and/or assemblies to the prime contractor’s drawings 
and bearing the prime part numbers, the production of which entails sufficient 
manufacturing difficulty or application of extensive direct man-hours which, in the 
prime contractor’s judgment, may be limiting to continuity and/or expansibility 
of production. 
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f) Department of Defense preferential planning 
which mobilization production planning with indu 
cation program is deemed to be most urgently ne¢ 

q Air Force departmental list \ list used 
identifies known critical GFAE and CFE compor 
the DOD preferential planning list and includes 
equipment 

h) MCP form 190. Authority for initiation of 

Geographic dispersal. Adequate geographic 
location of a facility: 

1) 10 miles or more from a densely populated area of 120,000 or 

2) 10 miles or more from a highly industrialized area 

3) 10 miles or more from a major military installatio 

j) Mobilization base. Is that minimum industrial structure whic! 
to meet phased requirements for a period not to exceed that requires 
or converted private facilities into production after M-day 

k) Industrial facilities. That property required for the productior 
end items or components, and for test, research and development, and 
support of production, including buildings, structures, and improvements, 
machine tools and other production equipment. 

l) Standby Reserve. Is that portion of capital equipment surplus to curt 
production requirements which has been identified as being necessary to sup 
the minimum base. 

53-101.5 Criteria. 

(a) The Air Force will select, for its mobilization base, those facilities 
produce, or are capable of producing critically important weapon systems, compo- 
nents thereof and/or supporting equipment which meet one or more of the following 
criteria: 

(1) Items requiring a long lead time or long manufacturing cycl 

(2) Items not currently in production or which are required in quantities far 
in excess of peacetime production 

(3) Items requiring the conversion of an industry or number of plants within 
an industry. 


(4) Items requiring materials or manufacturing processes essentially different 
from those in current use 

(5) Items for which industry does not have production experience 

(b) Each proposed procurement of planned items will be reviewed by MCPB 


> 
or appropriate AMA industrial planning section, at supervisory level, to assuré 
consideration of the following factors: 

(1) Maintaining multiple sources of supply. 

(2) Geographic dispersal. 

(3) Avoidance of undue concentration of contracts in a few leading 

(4) Multiple awards. 

(5) Preservation of essential skilled labor forces. 

(6) Utilization of existing open industrial capacity. 

(7) Preservation of essential management organization and know-how. 

(8) Maximum subcontracting. 

(9) Any other factors relevant to maintaining a sound mobilization | 
including the utilization of small-business concerns to the maximum 
practicable. 

In this connection comparative price experience will be utilized to negotiate 
the best possible price for the Government. The authority for approving price 
differentials to attain the objectives of the policies stated herein is delegated to 
the Director and Deputy Director of Procurement and Production, Hq AMC, 
and to the Deputy Director/Procurement, Hq AMC, who have such authority 
under AFPI 3—1004, 

53-101.6 Responsibilities and procedures. 

(a) Industrial Resources Division (MCPB), Directorate of Procurement and 
Production, Hq AMC, will: 

(1) Exercise administrative supervision and monitor the industrial mobilization 
program. 

(2) Coordinate operations required to accomplish the industrial mobilization 
program. 

(3) Furnish planned sources to buying divisions, Hq AMC, and AMC field 
procurement activities for incorporation into the procurement sources system, 
This will be accomplished as often as necessary to maintain in the procurement 
sources system an up-to-date listing of planned sources (reference AF PI 2-204 (e 


Ase 


extent 
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The information will be compiled and supplied by property class as follows: 

(A) Alphabetical list of planned items reflecting planned producers. 

(B) Alphabetical list of planned producers reflecting planned items. 

(4) Furnish the buyers of Hq AMC, AMA’s, and AF depots, as appropriate, 
one copy of MCP form 6, Commodity (Item) Control Record, indicating for each 
planned item the total mobilization requirement, the mobilization production 
phasing, and the mobilization source pattern. Keep all recipients currently 
informed of changes in mobilization production phasing and source pattern. 

(5) Maintain maximum cooperation and coordination with buying divisions 
and AMC field procurement activities in preparation of all mobilization planning 
schedules. 

(6) Upon receipt of AMC form 350, Clearance to Award Contract, request a 
production allocation or initiate a revision to an existing allocation, whichever 
is appropriate, in accordance with AFPI 53-101.3 (h). 

(7) Review the location of the proposed contractor and provide a statement as 
to whether the facility is considered adequately dispersed. 

» (8) Review and evaluate sources for prime contracts and subcontract structures 
for conformance to the policies and procedures embodied in AFPI 53-101. This 
will be accomplished as follows: 

(A) Upon receipt of procurement directive and/or MCP form 190, Au- 
thority for Initiation of Procurement, furnish the buyer with a list of recom- 
mended sources, 

(B) Upon receipt of AMC form 350, Clearance to Award Contract, 
review the contractor’s proposed subcontract structure for conformance 
with the mobilization base policy established herein. If necessary, negotia- 
tions will be accomplished with the proposed contractor in order to establish 
a subcontract structure conforming to the greatest practical extent with the 
mobilization base policv. The established subcontract structure will 
furnished to.the buyer when returning AMC form 350. 

(b) Buying divisions, Hq AMC, AF depots, and AMA’s will: 

(1) Maintain, for information purposes, a current file of MCP forms 6 supplied 
by MCPBI, Hq AMC. This will be maintained by the individual buyer respon- 
sible for the procurement of the particular item. 

(2) Maintain maximum cooperation and coordination with MCPBI on all 
procurement action for planned items by: 

(A) Being available for consultation on placement of procurement and 
source selection. 

(B) Notification of technological changes that cause impact on production 
structure. 

(C) Furnishing information when proposed procurement is not in con- 
sonance with present production structure. 

(D) Assisting in the analysis of production capability to determine current 
capacities available. 

(E) Furnishing information on production difficulties and late deliveries 
by the contractor which may result in review of production techniques and 
possible item redesign. 

(3) Immediately upon receipt of procurement directive and/or MCP form 190, 
Authority for Initiation of Procurement, furnish one copy to MCPB, or industrial 
planning activity in the appropriate AMA’s, together with buyer’s list of recom- 
mended sources and any other information considered pertinent, and request their 
recommendation for sources to be solicited. 

(4) Solicit quotations from all appropriate planned producers of a planned 
item when procurement of that item is to be by negotiation. The quotations will 
be evaluated on the basis of normal business considerations, giving proper weight 
to such factors as price, quality, delivery, etc., as prescribed in the ASPR. The 
extent to which production allocation planning has progressed and the investment 
by the Government and the firm in such planning will be factors for consideration. 

(5) Issue request for proposals which will contain the following provisions: 

“SUBCONTRACTING STRUCTURE. The materiel being procured is a planned item 
under the mobilization base policy, which policy is designed to maintain a proper 
industrial base in the aeronautical production industry in order to provide for 
rapid expansion in the event of mobilization. It is the desire of the Department 
of the Air Force that subcontracting, including the maximum utilization of small 
business, be accomplished to the fullest extent consistent with the efficient per- 
formance of the contract, therefore, it is requested that your proposal include the 
following: 

“‘(j) Proposed subcontract structure listing the parts or assemblies and the 
name and location of the proposed subcontractor. For this purpose a subcon- 


be 
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actor is a producer making parts and/or assemblies 
irawings and bearing the prime part numbers, the 
sufficient manufacturing difficulty or application of extensi 

ich, in the prime contractor's judgment, may be limiting 
xpansibility of production. . 

(ii) Name and telephone number of the company official auth 

ate changes in the proposed subcontract structure 
iii) Percentage of subcontracting by effort (direct mar 
nder the foregoing definition and the percentage of all other 
tracting not covered by the foregoing definition but excluding 
tems.” 

Note.—Buyers will not consider proposals ‘tation complete 
above required information has been obtained 

6) Prepare and forward, as set forth in (A), (B), and (C) below, AMC fi 
for each contract (including supplements and amendments for planned ite 
leetrically transmitted message may be used in lieu of AMC form 350 to exped 
clearance, The AMC form 350 or electrically transmitted message will be 
warded after the purchase request has been assigned a contract number, 
before the contract has been written. (This action does not preclude the writi 
of the contract while clearance is being obtained The exact delivery sche 
expected to be placed in the contract will be reflected on the form, together 
he contractors’ percentage of subcontracting contemplate. This form y 
supported by the information obtained under 53-101.6 (c) (2). If a price 
ential is involved, approval will be obtained as outlined in AFPI 3—1004 
Industrial Resources Division, Hq AMC, or its counterpart at AMA’s 

(A) Buying divisions, Hq AMC, will prepare and forward three copies of 
the AMC form 350, Clearance to Award Contract, to MCPBI 

(B) Procurement division, AF depots, will prepare and forward three 
copies of AMC form 350 to the industrial planning section in the AMA where 
the facility on which the clearance is being requested is geographically located 

(C) Procurement division, AMA’s, will prepare and forward three copies 
of AMC form 350 to the industrial planning section within the AMA, 

(7) Upon return of AMC form 350, together with the established subcontract 
structure, the buyer will include the following clause in the contract 

“MAINTENANCE OF MOBILIZATION BASE POLICY. The materiel being procured 
under the contract is a planned item under the mobilization base policy, which 
policy is designed to maintain a proper industrial base in order to provide for 
rapid expansion in the event of mobilization. It is the desire of the Department 
of the Air Force that the subcontract structure established during the negotiation 
of this contract be maintained to the greatest practical extent. The contractor 
shall inform the administrative contracting officer of any proposed deviation 
therefrom. In the event the contractor deems it advisable to withdraw work from 
an established subcontractor during the production program, advance notification 
shall be given to the administrative contracting officer, together with complete 
information as to the basis for the withdrawal.” 

(8) Attach, as part of the file to be submitted to the procurement committee 
or appropriate approving authority, the original copy of AMC form 350 granting 
a clearance for the award. The procurement committee or appropriate 
approving. authority at Hq AMC, AF depots, or AMA’s will not approve an 
award unless AMC form 350 is attached and properly authenticated by either 
MCPBI or industrial planning activity of AMA’s. The responsible director of 
procurement and production may approve deviation from the provisions of this 
paragraph on individual contracts for emergency procurement or expedited 
procurement of expiring funds. This does not authorize deviation from provi- 
sions of paragraph (6) above. The AMC form 350 will be prepared and after 
approval, will become part of the permanent contract file. 

(9) Furnish the established subcontract structure to the AMA having contract 
administration responsibility for the prime contract, concurrent with initial 
distribution of the contract. This information will be immediately furnished by 
the AMA to the administrative contracting officer. 

(ec) Support Division, Hq AMC, AMA’s, and AF depots will: 

(1) Enter and maintain data on planned producers in the procurement sources 
svstem in accordance with AFPI 53-101.2 (c). 

(2) Upon a contracting officer’s request for sources list for a procurement of 
planned items, assure that all appropriate planned sources are included in the 
list furnished. 
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(d) Industrial planning activity, AMA’s will: m 
(1) Maintain, on all contractor facilities where assigned armed services pro- of 
curement planning officer (ASPPO), an up-to-date record of current procurement . 
and mobilization planning information. 
(2) When the Air Force is the ASPPO, notify all affected claimant agencies of i 
AF contract placement as required by AFPI 53-101.3 (h) cl 
3) Receive AMC form 350 from AF depots and procurement division of the 0) 
AMA’s and obtain clearance as required by AFPI 53-101.3 (h). Formal! notifi- | 
cation of each clearance will be furnished the appropriate requesting agency by = 
utilization of AMC form 350. After clearance is granted, one copy of AMC form nN 
350 will be furnished MCPBI, Hq AMC. tt 
(4) When dispersal data are not available at the AMA to complete AMC 
form 350, request the information on a onetime basis from MCPBI, Hq AMC, fi 
(e) The administrative contracting officer (pursuant to par. (b) (6) above), 
upon receipt of established subcontract structure, will consider such structures t 
in the approval of subcontracts. The administrative contracting officer will keep it 
the Hq AMC buyer and Industrial Resources Division, Hq AMC, informed as to i! 
any deviations or withdrawals by the contractor from the established subcontract 9 
structures, : 
(f) In providing for orderly and planned retention of idle resources MCPB | 
will: | 
(1) Determine the need for packaging or storing of industrial facilities on site 
or off site in accordance with the criteria set forth in 53-101.5 and as required to , 
support a minimum mobilization base. 
(2) Request funds from the buyer to accomplish preparation of storage as 
determination indicates need for storing of special tooling. I 
(3) Negotiate with contractor and accomplish contractual coverage, should ‘ 
determination of need for storing of facilities make this action appropriate. 
teview periodically the need for retention of storage programs utilizing criteria 
expressed herein. At such time as MCPB determines that storage is no longer 
required to support minimum mobilization base, action will be taken to terminate 


and/or complete contracts involved and will assure that facilities involved are 

made available to the general industrial reserve, or if obsolescence is apparent 

will take necessary action to dispose of facilities under applicable regulations. 

Spe ‘cial tooling determined to be surplus to mobilization base will be referred to 
teadjustment Division, Hq AMC, for appropriate disposition. 

(g) In providing for orderly and planned retention of idle resources buying 
division, Hq AMC, AF depots, and AMA’s will: 

(1) Maintain maximum coordination and cooperation with MCPB in making 
determinations of need for storage. 

(2) Apprize MCPB of any major changes in the respective current procurement 
programs in order that MCPB can make necessary adjustment in its mobilization 
planning. 

53-101.7 Supply of forms. AMC form 350, clearance to Award Contract, 
will be requisitioned through normal supply channels. 

3. Rescissions. The following are hereby rescinded: AFPI 70-324, as amended 
by AFPI 70-3244, except paragraphs 4 and 11 thereof; AF PC 19, 1954, paragraph 


2 only; and AFPC 21, 1954, paragraph 4 only. AFPC 19, 1954, paragraph 1 is 
amended accordingly. ‘ 


By ORDER OF THE SECRETARY OF THE AIR FORCE: 


N. F. Twinine, 
OFFICIAL: Chief of Staff, United States Air Force. 
EK. W. RAWLINGS, 


General, USAF, Commander, Air Materiel Command. 
DISTRIBUTION: 
Recipients of ASPR. 

Mr. Wreppetu. At the point of negofiation, the companies being 
considered must present to us by name of article, by name of item, 
those critical assemblies or items they intended to subcontract. They 
must give us also the names of the companies they will subcontract 
those items to. 

There is a reason behind that. We must be certain that in our 
current production we are not overloading certain subcontractors 
who are also in somebody else’s subcontracting structure. They 
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must present that to the contracting officer. From the contracting 
officer it goes to our industrial resources people who are the ones 
who are monitoring this whole matter of mobilization base and 
integrating that base into our current procurement. They have to 
check that against all the records they have of other work planned 
or placed with them by other companies. ‘They submit their approval 
or otherwise, of that contract structure by item and by name to the 
negotiating procurement officer. Then the contract is negotiated, 
and it is all stipulated in there. 

If in the future circumstances arise such that the prime contracto! 
finds that he should make a change in = subcontract structure 
that he had accepted, in fact, he proposed it in the first place and 
maybe modified it to meet our requirements, if in the future he finds 
it necessary to make a change, again he must take that up with the 
administrative contracting officer of the Air Force who is eithe: 
located in his own plant or is one of the district offices, and give the 
basis for that change before he can make it. 

Senator Morse. One pattern of inquiry—lI use inquiry rather than 
complaint, although many of the letters read like complaints—that 
this committee receives from small-business concerns is to the effect 
that we are not writing into the prime contracts to a sufficient degree, 
absolute requirements that prime contractors submit a blueprint of 
their subcontracting proposals naming the companies that thev are 
voing to subcontract to and the requirements that those companies 
have to meet contractually. 

Am I correct in my understanding of your testimony that under 
this form 10, contracts that are let under it do exactly that? They 
require the prime contractor to state what part of the manufacturing 
process he is going to sublet to small companies and who the com- 
panies are and what the manufacturing schedule is to be. 

Mr. Wrppe Lut. | would like to clarify that. They list the major 
items assemblies and components they are going to contract. Those 
are not the types generally speaking that amall- business concerns can 
handle. They would be wing structures, or that type of thing. This 
does not get into, let us say, the aaseniieal items, which is generally 
the field in which small-business concerns operate with a prime 
contractor. 

Then you get into that next tier: what does the major subcontractor 
who is listed there say he will subcontract—let’s assume he will have 
2 subcontract for the wing structure—what does he do about that 
about passing part of it out to small-business concerns. They are 
not contractors of ours. Their relationship is with the prime. That 
is why in this paper here—and I think one of the most important 
parts of this paper has been largely overlooked—is the provision that 
if a prime contractor sets up the program that is specified in here 
he will request his major subcontractors to set up the same program 
in their own shops, so that it is spread along. The Air Force has no 
direct contractual relationship with that subcontractor. That is up 
to our prime to police that effort, you might say, Mr. Chairman. 

Mr. Forsyrue. Referring there to paragraph 4—B (6) on page 3, 
Mr. Weddell, I believe we can follow that, which goes to your first- 
tier and second-tier subcontractors. As 1 interpret the directive, 
you are getting down to about the second-tier subcontractors in the 
directive yourself. 

63038—55——12 
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Mr. Weppe ut. If you will notice, Mr. Forsythe, paragraph 6 does 
not stop at the second tier. If a prime contractor says, ‘‘T will estab- 
lish at your request this defense subcontracting small-business pro- 
gram,’ here is one of the provisions, that he will request his major 
subcontractors to do the same thing. When the major subcontractor 
accepts that, he has to have the same specified program going on in 
his shop, and part of that is for him in turn to request his major 
subcontractors to do the same. 

Mr. Forsyrue. That is correct. 

Mr. WeDDELL. So it keeps flowing along. 

Mr. Forsyrue. But the effective operation of the program, I would 
assume, would diminish as you go down the tiers of subcontractors. 
if you have a subcontractor, for instance, who gets only maybe 50,000 
or 100,000 dollars worth of business out of this contract, some way 
or another, you cannot expect him to do as much on the subcontract- 
ing program as the first- or second-tier subcontractor. 

Mr. Weppe.tu. We found out when we made the 1952 survey, 
where we had a hundred contractors reporting on $16 billion worth of 
defense work, that whereas the prime contractors might be retaining 
only 40 percent of the defense dollar and are passing 60 percent on to 
outside industry, when you take the major subcontractors in there, 
they retain a larger percent themselves, but of what they do place 
outside, they place a higher percentage with small business. When 
vou get into the next tier, they retain still more percentagewise, but 
what they place outside r0es still further into small business. When 
you get below that, you find that they are retaining most of it them- 
selves. You reach the point where he buys only his raw materials and 
does the rest in his own shop. So when you get beyond the third tier, 
you get diminishing returns. 

Mr. Forsyrue. | didn’t mean to interrupt, Senator. I thought we 
ought to tie it down to the specific paragraph in the directive. 

Senator Morse. It was very helpful. 

Mr. Weddell, if you will bear with me, it helps me to think in 
terms of hypothetical examples. Let’s take a hypothetical example 
of Y company entering into a contract with the Air Force for a $5- 
million item. 

Under this form that you spoke about previously, it is conceivable 
that you might require him to specify in the contract certain sub- 
contractors who were going to do part of the work—we will say, a 
wing assembly—but, as you said, they would not be considered small 
business. That would be a subcontract with another concern that 
would not meet our definitive terms of small business. 

We will say the subcontractor Z would be the subcontractor. 
Would Y, the prime contractor, automatically make clear to Z that 
in his subcontracting he would have to follow the policies of this 
small-business- policy “directive? 

Mr. Weppe ut. That is what it says in paragraph 6. It doesn’t 
say that he will require him. It says s that he will request him. Again 
I point out that the man who places business with you if he requests 
you to do something, I find myself, that I generally carry out his 
requests. 

Senator Morse. What legal relations, if any, does the Air Force 
have with Z? In my hypothetical case, who is the subcontractor? 
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Mr. WEDDELL. We have no contractual relationship whatever with 

hat company. However, I would point out another paragraph in 
his 4100.20, which is paragraph 5, subparagraph 5 of IV (b), which 
s that since we have already placed in that prime contractor's con- 
tract this subcontracting clause of all the departments which appears 
in the Armed Services Procurement Regulation, which is that they 
will place a maximum amount of business with small concerns con- 
sistent with the efficient performance of their contract—we have 
placed that already in company Y's prime contract—part of his small- 
business program is to place that same clause in the major subcon- 
tracts that he places, so that it makes a contractual relationship 
between the prime, we will say, between Y and the sub, Z. 

Thus Z is also bound by this same governmental policy as applied 
to the prime contractor’s contract. It is now in the subcontract held 
by Z. It was placed there by the person to whom he is responsible. 
the prime contractor. 

Senator Morssz. In all these contracts, whether it is manufacturing 
by Y or Z, your inspectors, your officials, of course, always have 
access the company to see whether or not the vy are carrying out 
the manufacturing in accordance with the specifications and if Z, i 
my hypothesis, should either be falling behind schedule or should cS 
doing some defective work, you take the matter up immediately then 
with Y, the prime contractor, because you have made him responsible 
for his agent. 

There you would have legal remedies. 

Mr. Wreppg..L. On inability to deliver or failure to deliver according 
to specifications, but our remedy is against the prime contractor. 

Senator Morse. Yes. We don’t need to go into the discussions of 
the types of legal remedies, but the legal remedies exist where you 
could simply stop Z from proceeding with the manufacturing of 
defective equipment. 

Mr. WeppDELL. I would say usually the action comes the other way. 
It is the prime contractor, responsible to us, who finds that the major 
sub is not delivering to him, and that will cause the prime to fall down 
on his contract. He is the one who tackles not only the subcontractor, 
but he will take it up with the Air Force for us to assist him in every 
way possible in expedition of the work, or in any other manner. 

Senator Morsn. Suppose Y submitted a bid to you including Z as a 
subcontractor and you said on the basis of past experience, we don’t 
want anything to do with Z. Therefore unless you get X or someone 
else as the subcontractor, you cannot have this contract. Do you 
have that power? 

Mr. Weppe.u. That is in the initial instance before the negotiation 
of the contract, yes, sir? 

Senator Morse. Before the signatures are attached. 

In other words, you reserve the right to exclude a subcontractor? 

Mr. WeppeLu. We can. We can do it in the original ne gotiations. 

Senator Morsr. What would happen if you took an area of the 
country from which we will say we have quite a few complaints from 
small business that they just are not getting the subcontracts no matter 
how many promises the prime contractors make. What would happen 
if you said to the prime contractors in that area of the country, “We 
have $500 million in a contract to let. But our investigation shows 
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that we have 20 small businesses in that area who can very well use 
some subcontracts.’”? These are small businesses. These are not the 
wing-assembly type of business in my other hypothesis. 

“Tf you want to negotiate with us, we would be interested in looking 
at a proposed agreement which shows that you have discussed this 
matter with some of these 20 small-business concerns and you are 
willing to write into the contract $75 million worth of work to 10 of 
these companies.”’ 

Would such an approach to the problem, in order to relieve a par- 
ticular troubled area, so complicate your work in your division that 
it wouldn’t be feasible? 

Mr. Weppe ut. I don’t believe it is a matter of complicating our 
work, although, of course, it would do that. I think we would be in- 
truding unreasonably and improperly on the contractor’s right to 
select the sources that he believes will furnish him with the material 
that he needs at the proper price. 

We always have this, and | am sure you recognize it. There is the 
difference between the forest and the trees that always comes into 
this. We had not long ago complaints of one or two small business 
concerns In a geographic area where there was only one large prime 
contractor of ours. They were telling how they were just not able 
to get their feet in the door; they were not able to get any business 
from this company w hatever; furthermore, that that company has 
not placed any business with small concerns in that whole area; that 
it is part of that company’s policy. 

We have a plant representative in that prime contractor’s estab- 
lishment and we have a small-business specialist located 20 miles 
from there. So we called for a spot report on the situation as to that 
company. That very prime contractor that was being complained 
about had placed within the last 6 months something over $16 million 
worth of business with small concerns in that geographical area 
These two particular concerns did not get any. That is what I mean 
about the forest and the trees. 

We have to be very careful about the complaints that we get, not 
that there are not plenty of them that are justified, but that we don’t 
go overboard by failing to recognize the overall picture that we 
definitely have. 

In that connection, I want to make this statement. As stated in 
the Friday hearings by Mr. Forsythe, this committee was very much 
impressed with General Baker’s talk at the prime contractors’ confer- 
ence in Chicago last fall. As a result of that talk, General Baker got 
one fine basketful of letters from small-business concerns. These 
letters were complimentary to General Baker but not exactly compli- 
mentary to the whole program. Mr. Lewis also gave a similar talk 
at the New York prime contractors’ conference and made some very 
strong positive statements about policy and how we intended our 
practice was going to carry out our policy. As a result of that talk, 
we had another basketful of letters which ran along this line, the 
same type of thing that General Baker received. ‘‘We appreciate 
very much your interest, and we believe you are sincere in what you 
say, but here, Mr. Secretary’’—“or my de ‘ar general’’—“here is what 
happe ned to my company.” There again you get into the tree situ- 
ation. Werun down those individual instances. We take such action 


4 
{ 








MILITAKY PROCUREMENT 


is we find the circumstances warrant after we 

a problem that we always face. 

nator Morse. No one knows better than | 
ommittee that we hear from the squeaky wheels 
that a certam proportion of the complaints are Wil 
on the merits. There is nothing sacrosanct about 
The Government has the duty to see to it that 
iently as possible and their work will be of high sta 
he Government gets value received for Government 

Yet, when you get what appears to be a steady flow of complat ; 
is we have in the past and at some time before you have had a chance 
to take your barometer readings on the effects of this directive, we, of 
course, as a committee, have to go in and try to Winnow out the merit- 
orious from the complaints that are not justified. But take the ex- 
ample that you used about these two concerns that complained avain 
this prime contractor In a certaim area and you found that he, im fact 

let im the last 6 months some $16 million of contracts were 
dealing there with a couple of concerns that had bid on the work and 
lost and therefore were a bit of negatively inclined as a result of that? 
Or were we dealing with two concerns that really had no opportunity 
to bid on the work and possibly for a variety of causes: (1) That they 
simply were not substantial enough and big enough to do the work or 
possibly that for some reason, they were overlooked, and they didn’t 
get a chance to bid. 

Mr. WEDDELL. They were not overlooked, Senator. In both cases 
the prime contractor had had their production people out into the 
pli: ants of those compan ies and gone over with them what type of work 
they might be able to do for this prime contractor. They inspected 
their facilities. They looked over their record of past performance 
in industry generally, and did everything they could to assist them to 
get into the right part of their own prime contractor's procurement 
picture. The y were unable to qualify on some of the items, and on 
other items where they could qualify they did not make the best pro- 
posal to that company. They were not overlooked by any manner of 
means. 

| don’t like to stress just that 6-month part, $16 million. That was 
just the current part. For the 3-year period before that, this company 
hi ud a _ ndid record of placing business with qualified small concerns. 
The fact was, they were looking for them. They are today looking 
for dome. These two companies had lost out and we went thoroughly 
into it. 

1 went out to the plant myself for 1 wanted to make sure that a 
real effort was being made by this prime contractor of ours and by 
our own small-business office out there to assist these concerns. Both 
of them are good concerns, but they didn’t meet the particular needs 
of this company. 

Senator Morse. | would like to Say for the record that I do not 
hold to the point of view that so-called big-business concerns that 
have been doing a very satisfactory and much needed ob for our 
Government in this matter of military procurement should function 
as a brokerage firm for small business, et cetera; that is, to try to find 
the area of balance here isn’t easy. We owe this obligation on the 
committee, which has a fair share of the responsibility, and I spe: 
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only for myself, nobody else. Nobody else may necessarily agree 
with me, although I would be surprised if most of my colleagues didn’t 
agree with me. 

I don’t look on the job of this committee as the icb of g policeman, 
but rather an extension of the legislative arm to the executive arm 
in a good will offer and endeavor for both of these arms of Government 
to help small business and at the same time protect the legitimate 
rights of big business. IT think, as we strengthen small business, we 
likewise strengthen the economy as a whole, including the interests 
of big business. Yet, as I read some of these complaints, I get the 
idea sometimes that the small-business complaints seem to think 
that we ought to take the position that any prime contractor is just 
a broker for the small contractors, subcontractors. I don’t share that 
point of view. I don’t think we ought to make our approach on the 
basis of an assumption that there is an irreconcilable economic conflict 
between small business and big business. That is why I like the 
temper of vour directive. I think the temper of this directive, if it 
will get results, which is another line of questioning I am coming 
to in just a moment, I think the temper of this directive, if it will 
zet results, is going to work out a much better cooperative relationship 
between big and small business than a policeman’s approach to this 
job would ever do. There is time for the strong arm of the policeman, 
but it isn’t the kind of an aid that 1 would like to exhaust first to see 
if we cannot get results. 

With that little statement as to my attitude in regard to what |] 
think our job here is, 1 want to come back to that line of questioning 
dealing with the type of contract that we might very well insist on in 
a situation in which we find a troubled area. Certainly, in the past 
we have had them. For some reason there is a considerable amount 
of ill-feeling that has developed in an area between small-business 
concerns that say they could handle subcontracts and the prime 
contractor. I have sometimes been heard to call it economic politics 
among businessmen. I say good naturedly, it is a pretty tough field 
of polities. 

I would like to work out a governmental policy that would help 
produce the greatest amount of economic harmony in these troubled 
areas. So I restate my question this way: Do you think, Mr. Wed- 
dell, that if your Division finds a troubled area and finds, in fact, 
that there seems to be an attitude on the part of prime contractors 
in that area to hog the business and not, in fact, let out subcontracts 
to small-business concerns in regard to whom your investigation 
shows they are capable of doing satisfac tory work, you find that to 
be a fact, do you think then, it would be wise and proper for your 
Division to say in this $500 million proposed contract we are going to 
require you, even at the risk of your thinking that we are interfering 
with the freedom of management, to submit to us specific proposals 
for subcontracts with small-business concerns in the area from a 
group of companies such as A, B, C, D, E, and 20 others. 


Mr. Weppe tt. Senator, it says in this directive here in paragraph 
C, on page 3: 


The military departments through their small-business specialists or otherwise, 
will take such measures as may be necessary to determine the adequacy of the 
contractor’s defense small-business program and in the event deficiencies are 
noted, will bring them to the attention of the appropriate small-business liaison 
official of that company with an appropriate request for corrective action. 
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As I understand vour question, having done that and having met 
vith no response from the prime contractor, in an ensuing contract 
should a provision be specifically put in there that will have a great 
ileal more teeth, to use a general term. I think we should try this 
ooperative approach. I have never run into a situation when we 


illed the situation to the attention of the company, when it looked 
ike they were being sort of heartless, | haven't found an oceasion 
when they haven’t gone right to bat and either proved to us that 
what seemed to be poor action on their part was really the best 
action in the interest of the Government, or else, where that has not 
wen the case to take the necessary corrective action 

We do have to look out for this, and I am sure your committe: 
will get a great deal more complaints in the future despite this dire 
tive, that on an expanding market it is comparatively easy to deal 

ith a lot of prospective subcontractors. You are looking for thet 
We are not in that kind of a situation today. This company that 
had a $5 million contract 2 vears ago today has a $1 million contract 
Our new procurement is not as great in dollars as it was in the expat 
sion of the Air Force in building up to our 137-wing program. That 
procurement has largely been placed. The procurement now is to 
maintain that 137-wing Air Force and keep it modern, keep it ex- 
tremely modern. We are not going to put out as many dollars in 
these prime contracts for air weapons in the future so far as we can 
tell with the present situation, as we have in the past. So there is a 
diminishing market there for small business as well as large business 
in the prime contracting, and the subcontracting field. 

That is undoubtedly going to cause some anguish, which simply 
cannot be avoided. The plain fact is that that is a situation we 
have to live with. 1] want to avoid any idea that we are going to have 
fewer complaints even if we do the most perfect job with this directive 

Senator Morse. I think that is a very important bit of information 
that you have emphasized, and I think the committee should em- 
phasize it, too, that as of the present time procurement is not expand- 
ing, but is restrictive, and that when you are in the process of a restric- 
tive market, you are going to have less work to go around, and that 
raises some policy questions as to whether or not, with a restriction of 
procurement, the Government is going to get more value for its 
dollar out of a larger percentage of the work under a given contract 
being done by the prime contractor, because in many of the instances 
[ assume he has himself gotten into a position where he is looking for 
work. 

Mr. WeppELL. Yes. 

Senator Morse. He has a payroll to maintain and if he can do more 
of the work on the contract, in his own operation, he necessarily is 
going to want to do it rather than to subcontract, whereas, if he is 
contracting for a series of prime contracts under an expanding pro- 
curement program, he is much more able to sublet large portions of 
those prime contracts to subcontractors. Is that a fair statement of 
the position that many of the prime contractors are beginning to find 
themselves in? 

Mr. Weppetu. They are, sir. I think it might be appropriate to 
mention just a particular experience that | had along this line that 
you are developing here. 
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One of our largest prime contractors on the west coast gave us some 
figures, not directly, but passed on to us, through trade publications, 
back in 1951, of the large amount of work they were replacing with 
small concerns. I went out to see them. I talked to the head of 
that company and to the people who were in charge of his subcon- 
tracting procurement, the placement of outside orders. I found to 
my amazement, and my chagrin, that these figures that we had gotten 
were purely estimates, extreme vestimi ites. | said that wouldn’t do. 
[ said, “C mn you back them up? 

I asked, “How do you keep your records, so that you know whether 
you are dealing with a small-business concern or not?’ 

They said, “We don’t keep our records that way at all. We know, 
from the fact that we have been in business so many years, about 75 
percent of our suppliers are small business, and bout 25 or 30 percent 
of our dollars go to small business.” 

told them, “We can’t buy that. We can’t turn figures of that 
sort over to Congress. I cannot send them in to our Under Secretary.” 

My face was red at having accepted those figures, which I took out 
of this trade publication. We had a long talk about this. That 
company today is outstanding among Air Force prime contractors at 
the job they are doing for small business and have definite commit- 
ment figures to prove it. 

The job this company has been doing since so impressed the presi- 
dent of that company that it put those figures in their annual report 
to stockholders, showing how much they were committing to small- 
business concerns out of the dollars they received. Thev have one of 
the most impressive records today, and the Director of Materiel 
travels up and down the west coast addressing meetings of small- 
business concerns and other large oe contractors. He is really the 
spearhead of our program in that are: 

What we have sold to that company ‘and what we are trying to sell 
to all other contractors is the fact that it is to their individual interest 
to carry out this Government policy. If for nothing else, the matter 
of public relations is a good reason, for the Government’s policy is the 
public’s policy. When they are doing a good job, they should let that 
be known and be able to substantiate it. 

Unless you can appeal to a person’s Own self-interest, you have an 
awful battle, and we have found that by pointing out to our con- 
tractors the importance of this to themselves, to their own operations, 
to the money savings that they can make in many cases, just as we 
have — it out in our own ease, in our own direct procurement, 
where we can save money for the Air Force by making things available 
to eealk: laa for their bids. By going at it on that basis, we have 
gone a long way in getting the sincere cooperation of our large primes. 
They are good hardheaded businessmen. When they see that sincere 
activity in carrving on this kind of a program is to the benefit of their 
company, then the battle is over. 

Senator Morsr. I have a couple of more questions and then I want 
to turn it back to counsel who is really our educator for the committee 
members and knows more about it on the basis of the studies be has 
been able to make up to date. 

What percentage of Air Force procurement are you letting out at 
the present time to small concerns? A certain percentage of the 
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procurement doesn’t have to go to the big manufacturers. What is 
the percentage that is being let out to the small firms of the country? 

Mr. Weppe.u. The figures we are using in this presentation are the 
ficures for calendar year 1954, rather than the fiscal year, becaus: 
that brings it more to the current date. In calendar vear 1954, we 
placed 11 percent of our total dollars with small-business concerns as 
contrasted with 5 percent the year before. But there we are measuring 
against our total procurement, which includes airframes and so forth, 
which small-business concerns cannot handle under any circumstances 

So we relate it to what is really obtainable from small business 
The kind of things they could compete even against large business 
firms to get. That is what we relate the small-business awards to. 
They received in calendar 1954, 73 percent of everything that 
obte ainable from small business in that area. We think that is 
much a feather in the cap of the small-business concerns who got in 
and sh larpened their pencils and showed what they could do for u 

Ye also would like to mention for the record, that it was the Air 
Force contracting officer and the small-business specialist, workiug 
with him, who made those procurements available to small business. 
We are constantly trying to improve that record. I don’t believe 
we will ever get much higher than a 74 or 75 or = percent figure, b 
cause we keep records as to why they didn’t get the balance, and almost 
all of that balance is because they were not the low-cost producers fo1 
the item. 

Senator Morse. Plus, I assume, in some instances, not only were 
they not the low bidder, but I assume that in some instances you give 
it to another concern who may not be the low bidder, but is close to 
the low bidder, but the record of the company shows that it is in the 
interest of the Government that it go to another company, because 
you either get goods manufac anes or vou get a better time schedule, 
or for some other good and valid reason you are justified in giving it 
to a concern that is not a small- a concern. 

Mr. WeppeE.u. You are right, sir. We gave the committee at 
Friday’s hearings detailed figures on what those reasons were, and 
what the percentage was that applied to each reason, but it still is 
an outstanding fact that out of the roughly 20 to 25 percent that 
small business did not get, about 15 percent was due to price, and 
price alone. The other 5 or 6 percent that they did not get is from 
the factors such as vou have now mentioned. 

Senator Morse. This 11 percent that you mentioned that went 
directly to small-business concerns last Vear, that does not include 
any of the subcontracts? 

Mr. WreppE.LL. No, sir. 

Senator Morse. So they got 11 percent of the prime contracts 
falling within the capabilities of small business, they got 73 percent 
of all the business that they could have obtained on the basis of a 
direct prime contract, based upon their being low bidders or meeting 
the other criteria that the Air Force lays down, which, as you say, 
is a pretty remarkable percentage, when we keep in mind my next 
question. 

Is it not true that it would be rather difficult to justify a legal 
requirement that we draw an arbitrary line of distinction between 
big and small business in our country and say only small businesses 
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can bid on any contract that is capable of being performed by both 
large and small business? 

Mr. Weppe tu. I think the record of performance that small busi- 
ness had done, that the Air Force procurement officials and contracting 
officers have done, would show, in the first place, that such a regula- 
tion, whether it be legal or contractual, is totally unnecessary. I also 
believe it to be very unwise to set up a basis by which we would say 
only small-business concerns can compete for this procurement or for 
this class of procurement. But we do that. We do that in some 
instances. We have a procedure worked out with the Small Business 
Administration whereby that is done in some cases. <A new difficulty 
then arises from the definition of small business, which was made for 
reporting purposes and not as an operating tool. We run into many 
cases where we will place a contract with a small-business concern 
who has about 350 employees, and tooling up is a tremendously 
expensive factor in some cases such as [ am about to mention. 

That tooling-up situation is true in most Air Force procurement 
because we do not buy the clothing or the common line of commercial 
articles to any great extent. Those are bought for us by the Army 
or the Navy or the General Services Administration. 

Now then we come with another procurement for this item, this 
company, because of the contract we had placed with him, now has 
600 employees. He will make a thoroughly acceptible proposal at the 
best price, and we will place the contract with him. When we do that, 
we will have to list that as having gone to a large-business concern 
because of the definition. Those figures are not included in the 73 
percent that I just gave you. I personally feel that any arbitrary 
determination that a concern cannot even make a proposal to the 
Government on an article they are thoroughly capable of making 
solely because of the number of employees that they have on their 
payroll is not a good policy, is not a good principle. There are cases 
where it can be done and is being done without detriment to the Gov- 
ernmant, but as a general practice, I would hate to see that put into 
effect. 

Senator Morsr. I would too. I quite agree with the policy that 
we follow in certain instances where we say this particular contract, 
for good and valid reasons, is going to be offered to small business, 
but I would hate to see that as-a general policy. 

Mr. WeppeE.. Yes. 

Senator Morsr. Now, vou speak about this restriction or restricting 
policy in military procurement at the present time, which is bound to 
result in more complaints to the committee and some dislocations. 

Do vou agree with me that world conditions being what they are, 
we need, however, to be on the watch to see to it that during this 
restricted period—and I hope it will continue on indefinitely—but it 
may not—that we do not permit a practice to develop that will result 
in putting out of business some of the small businesses who will be 
sorely needed in case world conditions worsen overnight, as they 
may, and therefore we must make clear to the prime contractors that 
even during a restricting period, a certain amount of this—a fair 
share of these moneys involved in these prime contracts—must go by 
way of subcontracts to small business? 

Mr. WeppsE.u. I do, sir. That is the policy of the Air Force, not 
only in our own procurement activities, but in the procurement 
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iclivities of our prime contractors to constantly bear down on thi 
fact that there could be a mobilization at any time and that the 
nust, to the extent that these dollars that they have permit, and to 
the extent that the efficient performance of the contracts they now 
have will permit, they must bear in mind that this outside cor 

munity of small- business concerns which saved their lives in Korea 
and also in World War II, that they must not take any untoward 
action that will cause that reservoir to not be there when we need 

Senator Morse. It seems to me that is the balance we have to 
strike. <As I weigh these complaints, it is understandable that the 
small-business concerns will say, “Mr. Senator, can't vou see to it 
that they write into their policy a specific percentage of these moneys 
to go to small business.’ 

Of course, such rules of thumb are very satisfactory to people who 
find themselves in the position some of the small businesses do, with 
this restricting procurement policy. 

Yet, as you have pointed out here this morning in this very able 
testimony, there are good reasons why arbitrary rules shouldn’t be 
adopted. But at the same time it seems to us that all of us, working 
together, have the responsibility of seeing to it that small business 
vets its fair share, even during a restricting policy 

It is vour testimony that you believe that through this directive 
vou are going to bring about exactly that result which gives me the 
basis for my final question on this point. 

Has this been in operation long enough, this directive, so that you 
think you can say to this committee affirmatively this morning that 
it is already producing the results in the legitimate interests of small 
business, so that this committee can feel it has the assurance of the 
Air Force that the legitimate interests of small business will be pro- 
tected under the Air Force procurement policy? 

Mr. Weppe.t. I would say that this directive has been out a 
matter of 2 or 3 days. 

Senator Morse. But the policy of the directive has been followed 
for some months. 

Mr. Wrppe.u. The policy of the directive has been going on for 

. long time in all the departments. Speaking specifically of the Air 
Folae which is my own direct responsibility, this same policy has 
been going on since the summer of 1951. We have been meeting 
with our prime contractors regularly and in large groups—I mean 
not just a few handpicked contractors, but we have had them at 
meetings which every one of our large contractors have attended 
over the period of the last 4 years. Many of them at our request 
put in spec ific programs in their own company pli ints 2 or 5 vears ago. 

Some of those company programs go muc h further than what we 
have in this instruction. When we found that there were really good 
results coming from those company programs, we felt that it would 
be a very fine step forward to draft a set of minimum specifications 
and only minimum specifications, because they can go much further 
if they feel so constrained. 

This they must do to have what we call defense contracting small- 
business programs. We have tried it out enough in the past so that 
we are confident that it is going to produce the results that this 
committee wants, and which, of course, the Air Force wants, as do 
the other military departments and the Department of Defense. 
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Senator Morse. Counsel, I turn the witness back to you, and say 
that I am sorry to have taken up so much time, but I needed this 
information for my own thinking. 

Mr. Forsyrue. I am very happy you did, Senator. 

One of the last questions that Senator Morse put to Mr. Weddell 
and one of Mr. Weddell’s answers, I think, points up something that 
should be on the record, and that is a dilemma that the committee and 
the military have found themselves in with respect to the very — 
tant complaint that has been coming to us not only from small, but 
from large business. 

During this cutback period and this period of, we shall call it, 
dec lining military market, because vou are up to the 137-wing strength 
here, on certain large procurements now, we have recognized that from 
efficient, large firms, in order to maintain their payroll and in order 
to stay in production on certain items, are now coming in with a bid 
that both the committee and the military have recognized are unreal- 
istic bids. 

They are bidding in at a loss on a specific contract. They are in a 
position to pick up that loss in another area of civilian production or 
military production with another branch of the military. 

If that continues—and it could become widespread—then we not 
only see where small business is going to suffer because they cannot 
hope to compete with a loss bid but even some of the larger firms are 
beginning to complain that some of their competitors are not bidding 
realistically. 

] want to get that problem on the record because that is one where 
we find ourselves on the horns of a dilemma. The law says the mili- 
tary must accept a lowest responsive bid, getting the best quality for 
the least number of dollars. Nobody contests the quality, nobody 
contests the efficiency of the firms. The dollar is far lower than any- 
body else is bidding. Yet it means that this small-business program 
that this gentleman here is doing a fine job of carrying out, and it 
means that these other firms who are also efficient and qualified are 
running into a situation where if it should become more widespread, 
I think that this committee and the military are going to be in a posi- 
tion where they will have to make some kind of a poliey which is 
going to call for some more realistic bids. 

Senator Morse. I would like to have Mr. Weddell’s reaction to 
that very able statement of a serious problem that my mail shows 
we are confronted with. 

Mr. Weppe.t. Senator, I think Mr. Forsythe’s most important 
word in his statement there was the word “dilemma.” I think it is 
a dilemma, and I don’t know of anvone who has the answer for it. 
We have discussed it a great deal in the Air Force. It has been dis- 
cussed in the Secretary's office. What should one do when a proposal 
is made to the Air Foree, for example, which freezes out small- 
business concerns because the price is being put in there to insure that 
that company will get that business for purposes of its own. Some 
of them are being very forward looking in the atomic energy field, for 
example. We don’t handle atomic energy related procurement to 
any extent that I know of. They want to get in on the ground floor 
of what will be a tremendously important situation in the future. 
They will not blink at taking a loss on some procurement right now 
if that will enable them in the future to be in a stronger industrial 
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position, & common practice i industry. Have we the right, with 
ill Government policies taken into consideration, to refuse to take 
the saving that we can make by accepting this person s proposal 
bid? I know of no answer to it. It is the dilemma that we are 
placed in occasionally, 

Mr. Forsytue. Mr. Weddell, | know that you and I have dis- 
agreed on this many times, and it is an honest disagreement, | might 
add, but I still think, if such a program or a trend should develop, | can 
still see where the joint-determination program could be effective in 
assisting vour small-business program in the face of such a turn. Jam 
speaking here, Senator Morse, of the provision in Public Law 163, 
which is the Small Business Act of 1953, which authorizes and allows 
the Small Business Administration and the military departments to 
screen procurements. That refers to unclassified procurements of 
$10,000 and above. 

One of Mr. Weddell’s representatives, or the representative of the 
contacting office, will sit down with a representative of SBA and they 
will sereen all of these contracts, and we will say that on contract A 
the ‘vy both agree that this should be a procurement set aside for small 

yusiness, and they jointly determine that. Once that determination 
is made, then the procurement goes out with that notification and only 
small firms can bid on this item. 

Those joint determinations refer to those articles and those items 
which small business is recognized as being capable of making. My 
own feeling is that that program might become more effective if the 
trend that I have noted on the record becomes more acute. 

| don’t know whether vou agree with that extension of it or not. 

Mr. Weppe tt. I would like to point this out. I don’t believe that 
that would correct this situation we are talking about to any even 
reasonable extent, for this reason. Let us say that this procurement 
has been definitely settled for small-business concerns only to be 
solicited. It is so stated in the synopsis and on every bid-set and 
request for proposal that goes out, it says: “A proposal or bid will 
not be accepted from firms having more than 500 employees, including 
affiliates.”’ 

Nevertheless, a large concern puts in a bid or puts in a proposal. 
It is generally a proposal. They put in a quotation at a very con- 
siderably lower figure. They have no right to and - is immediately 
ruled out as being a nonresponsive proposal, or if it is an advertise " 
procurement, it is a nonresponsive bid, because this was limited t 
small-business concerns only. 

But nevertheless, the buyer has that much lower price. He is in a 
difficult position, being charged with making this procurement in the 
best interests of the Government, and also his name is on that joint- 
determination form that he will not consider a bid from a large con- 
cern. He has to make up his mind whether he will stay with this 
joint determination, knowing that it is going to cost the Air Force 
considerably more money to do it, or request the Small Business 
Administration to withdraw the joint determination. If there is 
only a few dollars difference, he will never do that. But if there is a 
very considerable saving and he knows the saving is there, but he 
cannot accept that company’s proposal, he asks the Small Business 
Administration: “Here is the whole situation. Will you agree to 
the withdrawal?”’ 
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In most cases in our experience they have done so. Where they 
have seen the position that we were in, of course, the Government 
getting a great deal more for its money than otherwise would be the 
case, they consent. It they don’t agree to that, it is still, according 
to procedure, the military department’s right to caacel the joint 
determination. But whenever either of those things take place, 
whether the SBA withdraws the joint determiaation or we cancel it 
by unilateral action, the buyer has to start all over again on that 
procurement. He cannot just accept this nonresponsive proposal 
because that would be unfair to the rest of iadustry which recognized 
that joint determination and did not make a bid. 

So when he finds the great saving that he can make he has to start 
the procurement action all over again from scratch and offer this 
procurement which previously had been limited to small business only, 
he now can offer it to business large and small. So I don’t see where 
the joint determination device—and I use “device” in the best 
sense 

Mr. Forsytue. What you are saying, in effect, is the argument we 
have heard before, and that is, that the miltary does not feel that 
there should be a price differential allowed on procurements to small 
business. 

Mr. WEDDELL. So does the Small Business Administration. 

Mr. Forsyrue. I am not going to go into that and pursue it here 
because we will have a hearing on Defense Department Directive 
3005.3, but I think that that Defense Department directive will assist 
you in overcoming the argument you have just offered. In that 
directive price differentials are allowed. In fact, some interpretations 
are that they are called for if it is necessary to maintain the mobiliza- 
tion base and keep a supplier in business on a critical item, and you 
can go out and give a price differential. If you can do it in this area 
to save a supplier in this area and if the thinking of the Congress and 
the thinking of the military is correct, that small business is essential 
come mobilization day, or for any defense or military effort, there 
will be room for extending this policy in the area of small business. 

Mr. WeppeE LL. | think it is a matter of policy for Congress. 

Senator Morsr. Mr. Weddell is right. You might put it this 
way. Whether the Federal Government should ever take advantage 
of a fire sale. This is a fascinating subject. I would like to throw a 
thought or two out and we will come to it in the other hearing. 

It troubles me to have the Government accept a bid or offer which 
it knows is far below cost. I assume in most of these instances your 
own Government experts know what the cost line is relatively speak- 
ing. When a company gets down to a certain price they know they 
are selling to the Government at a loss. From the standpoint of the 
company, their reasons are good and valid. They would rather sell 
at a loss now and get the contract and keep their organization opera- 
ting at less of a loss than they would operate if they closed down 
entirely 

Yet from the standpoint of Government policy, is it in the public 
interest for us ever to accept a contract below cost, knowing full well 
that when we do, we will really deny other concerns the opportunity 
to proceed and stay in business and produce at least at cost or what 
might be a reasonable profit above? My conflict in thinking over this, 
I suppose, revolves around this point. 1 don’t think the Government 
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should ever be a party to a contractual policy that has the effect of 
illing down other businesses. When you accept a contract below 
ost, vou are pulling down other businesses. You are working to the 
sadvantage of other businesses. I should think that business gen- 
ally would have a right to look to its Government to follow a policy 
that would not permit competitors to make a gift to the Government 
n order to get a competitive advantage over business rivals. 

Mr. Weppreti. Could I make a statement right in there, Senator? 

Senator Morsr. Yes, Mr. Weddell. 

Mr. Weppe.u. In considering the idea or the possibility of a Gov- 
ernment policy on this particular question, I think we all have to 

ecognize the fact that when you come to implementing a thing of 
that sort, there has to be some cutoff point. When you say that we 
know they are bidding or making proposals for less than cost, of course, 
only in negotiative procurement do we check into their whole cost 
structure and see how they arrived at their costs and their profit rates, 
and so forth, where would you draw the line? Would you say unless 
there is a reasonable profit, and immediately ‘‘reasonable” has to be 
defined, or would you say if their bid is below the cost of the article, 
the arriving at that cost will have to be defined. Or are you only 
talking about ‘“‘below cost of material and labor’’? 

I have seen some procurements where | am certain the price quoted 
did not even cover the cost of the material and labor. Not many 
cases, but I have seen some. If there is any idea of setting up a policy 
such as you have described— not proposed, but described, there would 
have to be considerable thought given to just where this policy would 
begin to apply, and I think it should be approached with a great deal 
of caution for that reason. 

Senator Morse. Mr. Weddell, vou are quite right, but I see greate1 
dangers in following a policy during a restrictive period of letting 
certain companies that can take the losses go ahead and take the 
losses, with the result that they actually put out of business competi- 
tors who cannot make such bids, and from the standpoint of economic 
health, I think it is better policy for the Government to say: ‘‘We 
don’t ask business concerns to make gifts to the Government in order 
to get contracts. We believe in the competitive system, but it is 
ot a competitive system where we follow a governmental policy that 
permits concerns to make bids or offer contracts below cost.”’ 

To me it is kind of an economic Samson act. It is kind of pulling 
our own structure down on our heads when we follow the below-cost 
contract letting. 

I haven’t reached—as I hope I have indicated—any final determina- 
tion of how we should handle this problem, but I am concerned ij 
periods of economic restrictions about the practices that large business 
is able to exercise. Large business can stand losses for longer, gen- 
erally speaking. Again, I would like to see us try to do it along the 
spirit and intent of the attitude expressed in your directive, but you 
in turn, it would seem to me, have to have the support of the Congress. 
You have to be given the power or the jurisdiction—or military pro- 
curement officials— generally to refuse to even accept bids which your 
experts raise the question about by saying, “I just don’t see how 
they can do it for that amount. There must be something wrong 
here. They must be willing to take a loss. We better look into this.” 
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Even though it is a bid proposition, I don’t see why vou shouldn't 
be empowered with the jurisdiction to ask for more data, because |] 
hate to think that is going to happen if we go further into a restrictive 
policy because a lot of concerns will be put out of business because some 
of the big bovs can take losses. 

Mr. Weppe.u. Senator, I think you are aware of our facilities- 
capability survey. It is called a preaward survey in the other services. 
There, before any prime contract can be placed over $10,000, the con- 
tracting officer who has evaluated all the bids and proposals and has 

come to the conclusion that this proposal is in the best inte rest of the 
Government, must call for a spot survey of that company’s ability to 
perform that contract from our field office closest to their plant. 

They have a certain number of days in which to make that report. 
One of the things they look into is the company’s financial responsi- 
bility, of course, their qualifications from a management standpoint 
and equipment standpoint, to perform that contract on the delivery 
schedules called for. 

If that bid is so low that they are disturbed about the firm’s ability 
to perform, they will make a negative facility capabilities report. 

That takes care of some situations such as you describe. Chiefly, 
it takes care of those small-business concerns who overreach, you might 
sav, in their anxiety to stay in business, or something like that, and we 
find that what they are doing is practically putting themselves out of 
business. It does not take care of the situation where a large concern, 
even though it has too low a bid, is fully able to stand the loss. But 
we do have the authority—and we do take care of it in situations where 
we are satisfied they cannot take that loss and it would result in a 
delinquent contract if we placed it there. 

Mr. Forsyrne. Mr. Weddell, at last year’s hearings you gave us 
some interesting information on the amount of work for maintenance 
and repair that was being contracted out to commercial firms, stating 
that in fiscal year 1952, 21 percent of maintenance dollars were ex- 
pended for contracts with private contractors. In 1953, it was 33 
percent. In 1954, it was 41 percent. The projection was that in 
fiscal 1955 over one-half of maintenance dollars by the Air Force will 
be spent through contracts with industry in the maintenance and 
repair field. 

Do you have available statistical or general information to tell us 
whether that 50 percent figure will be met or whether that is a nearly 
correct figure? 

Mr. Weppe tt. I do not have the statistical information with me. 
It can be provided to the committee. 

My understanding is that we have exceeded that 50 percent figure 
which was sort of projected last year. 

Mr. Forsytue. I wonder if you could have the figures submitted? 

(The figures subsequently submitted by Mr. Weddell follow.) 
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ExuipiT 15 
Summary of depot maintenance, contract maintenance and modification, from budget 
projects 431, 414, 141, 421, and the contractor technician progran 
! i Fi ar 
4 { 
tract maintenance 

Aircraft $122, 827, 000 $102, 674, 340 
Engine 4. 170. 000 2 ms HM) 
Accessories 41.861. 000 ») 447.812 
Electronics and communications ; 11, 775, OOM 2 a 
Vehicle, ground powered : 11, 313, 000 10, 931, 108 
Other equipment 11, O82, 000 14, O54, 282 
le storage 7. 850. 000 ) 9 G18 
rrective maintenance 146. 509. O00 14. 705. 613 
tification of aircraft, component equipment and ground equipment 207, 884, 000 194, 295, 217 
ntractor technician program 4, 336, 504 16, TSS, 208 
Total, contract program 679, 607, 564 70, ORT, 492 
igeted for depot maintenance within AF depot system $22, GSS, OOK $11, 202, 149 


Mr. Forsytue. Mr. Golden last vear began to break it down. For 
instance, he called attention to tire repairs; 96 percent of aircraft 
tires will be retreaded by contracts with industry fiscal 1955. I 
was wondering whether there was any information the Air Force 
could provide to the committee to show us (1) the total amount of 
maintenance and repair dollars put out to private industry and then 
perhaps some kind of a breakdown of what kind of items are going to 
private industry. 

[t is important to get this into the record because that is an area of 
business contact with the military that has not always been one where 
small business could get any large amount of business, but I think 
now at this time it is important, and it is becoming more of an avenue 
for small business. 

Mr. Weppe t. I believe on that subject, Mr. Forsythe, Mr. 
more than touched bye it in the statement that he made Friday. 

Mr. Forsyrue. I don’t think he gave us any breakdown, though. 

Mr. Weppe.u. He spoke specifically about a particular jet engine 
overhaul contract. 

Mr. Forsytue. Right. 

Do you or any of your small-business specialists have an opportunity 
to screen procurement so you could notice such things as unrealistic 
delivery schedules? 

Mr. Jonnson. We screen every procurement, Mr. Forsythe, every 
programed procurement prior to any action being taken by the buyer. 
That is one of the things we look for. If it appears to us to be un- 
realistic, we naturally question the contracting officer about that. 
Our delivery requirements are based, to a great extent, on the air- 
plane schedules. I am speaking particularly of delivery requirements 
of aeronautical equipment. We think that they are quite realistic. 
| have some information here in regard to that. For example, during 
the months of January, February, and March 1955, our acceptances 
of airplanes were respectively, for those months, 98.2 percent of the 
schedule, 101.7 pereent for February, 109.3 percent for Mar’. So 
that would appear to mean that the se nodules were realistic w. ep set. 

To carry that a little further for those 3 months, the number of 
pieces required was 92,889 for January. The number of pieces we 
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were short for that month was 3,999 or 4.3 percent. For February, 
approximately 93,000 pieces required. We were about 4,800 short, 
or 5.2 percent. For the month of March, 91,000 required and for 
that month we were 6.9 percent short. Those figures would indicate 
to me that the schedules are quite realistic when they are established. 

The schedules for the airplanes are what I refer to. The schedules 
for aeronautical equipment, of course, depend on the airplane schedules 
because that equipment must be delivered at a certain time and 
place when that airplane comes off the line. 

We have another type of equipment that we buy; supply items. 
The delivery requirements for supply items depend upon inventory 
and needs for the item in the future. We try to check those things, 
Mr. Forsythe, on each particular procurement. We are not always 
able to do it. Sometimes we have been able to get the buyer’s quite 
willing cooperation and go back to the requiring agency, the user, 
and adjust a delivery schedule which we felt was unrealistic. That 
is one of the things we watch on every procurement. 

Mr. Forsyrue. So you can assure the committee not only is it 
being watched, but you are satisfied from the standpoint of the 
people you represent that the delivery schedules today that you see 
are what we would call realistic. 

Mr. Jounson. Generally speaking; yes, sir. There are exceptions. 

Mr. Forsyrue. They would allow small-business firms to come in 
and bid and meet the delivery schedule setup? 

Mr. Weppe.u. The exceptions are caused by the frailty element, 
which is always a part of delivery schedule situations. 

Mr. Forsyrur. The problem is an old one. It is getting better. 
We are receiving less complaints today than in the past that they 
were precluded from bidding because of unrealistic schedules. 

Do you know of any concerted work being done on specifications 
either at Wright Field or any place e else to make them more specific, 
to eliminate the “or equal’’ specifications used, and in general put 
out specifications that will more readily allow small firms to bid? 

Mr. Jounson. We don’t use the “or equal” specifications. I would 
like to quote a paragraph from a letter dated December 15, 1952, 


over the signature of Commander General Rawlings, commander, Air 


Materiel Command. 


The wide use of the phrase ‘‘or equal’ with a trade name has made it difficult 
to secure realistic, competitive bidding. As a result, the interested procurement 
activity of AMC is presently returning to the interested supply activity of AMC, 
all purchase requests wherein the phrase ‘“‘or equal’”’ is used with a trade name 
item. 


Further on he says: 


New items: Hea?quarters AMC is requesting Headquarters, USAF, to direct 
all commands requiring new items to provide composite Cescriptive data * * *. 
Such cata will not include restrictive characteristics describing only one manu- 
facturer’s product. The data furnished by the requiring agency will be evaluated 
by Headquarters, AMC. “he Equipment Authorization TDivision (MCSE). 
Heacquarters, AMC, will submit such cata to the Directorate of Engineering 
Stancarcs, Wright Air Development Center for Air Research and Development 
Commanr, overall technical evaluation, except on those items which will not be 
introducee into the general supply system, but which will be utilized locally by 
the requiring activity * * *. In the past, Wright Air Development Center has 
in general evaluated and approved but one source, and one source’s identifying 
part or catalog number submitted by the Air Materiel Command. In order to 
provice competitive bidding, the Air Materiel Command will indicate not less 
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in three sources and their respective identifying part number. If such souree 
formation is not furnished to Air Materiel Command by a requiring other 

ommand, or is not otherwise learned by the Air Materiel Command, the cog 
zant development center of the Air Research and Development Command will 
irnish additional sources to the extent that it has information readily available 

In the event the development center of the Air Research and Development Cor 
ind believes that only 1 or 2 sources can satisfactorily fill the need, that center 


il so state this fact. 


By that instruction, which is a directive in nature, we have been 
able to eliminate the use of the ‘“‘or equal’’ and in most cases the ini- 
tiating agencies that initiate the purchasing request, have been able 
to furnish the buyer with descriptive data that will allow competition. 

Mr. ForsytHe. How does the Air Force stand on the problem 
of year-end buying? Has anything been done specifically during 
the last year to curb that? 

Mr. Jounson. Yes, sir. We don’t believe it likely that we will 
have the customary rush at the end of the year. We have relatively 
a level line for this fiscal year so far. I don’t believe that I have any 
figures on that. What we have done is to break procurement down 
into quarters. We have a target for each quarter and it doesn’t 
pile up as it used to. 

Mr. WeppE tL. In the past, as you recall, Mr. Forsythe, the chart 
would start in here, and then when you got to the last month of May 
and the month of June, it would skyroc Ket. 

Mr. Forsyrue. That is right. 

Mr. Weppeuu. That chart now starts at a higher level and con- 
tinues at a higher level, and there is an increase in May and June, 
but nothing at all comparable to the peak that we used to have. | 
don’t believe we will ever get it on a straight line basis, but I think 
great strides have been made and Air Materiel Command is taking 
every action it can to eliminate a rush of buying at the end of a fiscal 
vear. 

Mr. Jounson. We make quarterly forecasts, and those forecasts 
are reviewed monthly, and it has resulted in quite a leveling out. 

Mr. Forsyrue. Are you small-business specialists in any position 
to challenge so-called emergency procurements during this particular 
period of time? 

Mr. Jounson. In emergency procurement, the emergency nature 
must be stated, and the emergency action authorized over the signa- 
ture of the chief of the initiating agency. We seldom question that. 
If the chief of the initiating agency is willing to state the reasons for 
the emergency and signs his name to it, we generally go along with it. 

Mr. Forsytue. We have had several cases during the past year 
| think we had one with the Air Force—where we will get a so-called 
emergency procurement and small business will complain that the 
delivery schedules have been set so tight they can’t compete. In 
one case we found out that there was no emergency involved at all, 
that somebody had put the tag on it, and when we demanded that 
an inventory be made of all Air Force bases and supply depots to 
find out how many of these particular items there were, we found there 
were plenty. The Air Force changed their procurement, took it out 
“ the emergency nature and set up a delivery schedule that was more 

ealistic. I was wondering whether your small-business specialists 
ti be in any position to challer nge an emergency procurement to 
make sure that an actual emergency existed. 
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Mr. Jounson. We are in a position to challenge it; yes, sir. In fact, 
we are in a position to challenge nearly every one of the circumstances 
surrounding procurement. In other words, our objective is to see 
that our procurements on items that are obtainable from small 
business, the circumstances are such that small business has an 
equitable opportunity to compete. 

Mr. Forsyrur. What happens when vou challenge? Do you get 
good cooperation from the contracting officer or the other people in 
charge? 

Mr. Jounson. Mr. Forsythe, we are getting excellent cooperation 
from the contracting officers. We have a large organization, a good 
many hundreds of buyers. 1 would say we have done a good selling 
job. Four vears ago there was quite a bit of antagonism toward our 
program when we opened our office in July 1951. At the present time 
I would be safe in stating that 95 percent of our buyers and procure- 
ment people actively cooperate with us. 

Mr. Forsyrue. That is a good record. 

When the Assistant Secretary of Defense, Mr. Pike, testified the 
other day, he brought to our attention that the term ‘‘suitable for 
small business”’ is no longer in existence and a new uniform system for 
reporting is now in effect. Has this in any way changed your criteria 
for small-business potential, Mr. Weddell? 

Mr. WrppELL. No, sir; it has not, because the new system that 
Assistant Secretary Pike brought out, of course, you realize that goes 
into effect the first of July. 

Mr. ForsyrHe. That is right. 

Mr. WEDDELL. So we are still using the word “‘potential’’ and the 
word ‘suitable’ in our present discussions. But after the first of 
July we are speaking entirely of what is obtainable from small business. 

In the first place, we talk about: Is the item obtainable? Then we 
go on to: Is the procurement of that item obtainable? That does not 
call for us to make any radical change in our criteria, but we break it 
down into two different suitable or obtainable categories. If the item 
is obtainable, that starts us off, for if the item is obtainable, we want 
to make sure, if we can, that the procurement is obtainable. But 
there are gaps in there. There we find that maybe it is an emergency 
procurement, a thoroughly justifiable one. Maybe the mobilization- 
base factor is overriding. Maybe the tooling-up situation is so enor- 
mous that while the item itself is obtainable from small business, the 
size of this particular procurement would be ruinous. It would be 
suicidal for any small concern to tool up for this one particular pro- 
curement. The criteria that we now have in all three military 
departments, and which will be effective the first of July, meets the 
needs of the Army, the Navy, and the Air Force and the Department 
of Defense. It was not a compromise. It was an amalgamation of 
the thinking of the three departments so that from here on we will be 
making our reports on a standard basis which recognizes the particular 
situation of each department. 

We always have been faced with the fact that the type of article we 
buy is different than what the quartermaster buys and other situations 
of that sort. This new setup is a tremendous improvement because 
it recognizes the peculiar situations that the Signal Corps is up against, 
that the Air Force might be up against or that Army Ordnance might 
be up against. 
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We are no longer to have 4 or 5 different systems. It is all one 
system, but it does recognize the different nature of the procurements 
among the services and the technical services. 

Mr. Forsytue. Do you believe it will work? 

Mr. Weve tt. | believe it will work and | believe it is a big advance 

Mr. Forsyrue. There has been a lot of discussion in the last 6 
months about changing our definition of small business, which will 
affect your reporting system and a good number of things you report 
to this committee. Do you wish to make any comment on any new 
proposed changes, or do you think the old one is suitable as we are 
using it today? 

Mr. Weppe.tu. There has been a task force set up, instigated | 
\lr. Wendell Barnes, on which | am the representative from the Air 
Force. That task force is holding its first meeting this morning. We 
had this unavoidable conflict in dates, so 1 am not at that meeting. 

The position we are taking in the Air Force is that we are not too 
happy about the present definition. We never have been. We do 
not consider it as perfect, at all. We don’t see where any definition so 
far as that is concerned, is going to avoid certain discriminatory 
actions, if it governs actions, whether you put it at 500 or 100 or a 
thousand or if you entirely disregard the number of employees and 
handle it on a different basis. I think we have here another one of 
these dilemmas. 

The act of Congress says that dominance in its industry must be a 
factor. The number of employees may be a factor. But dominance 
in its industry, according to Public Law 163, is mandatory. Domi- 
nance, first of all, has to be defined. ‘Its industry” has to be defined. 
Dominance in what industry? In the kind of things we are buying, 
if we are buying canned goods, we know what industry we are talking 
about, but when you are buying a drop tank, for example, people in the 
refrigeration industry can make it, a sheet-metal shop of high enough 
caliber can make it. You get into a broad number of industrial classi- 
fications and the really good thing about our present definition is the 
fact that it is administratively practical. We can use it. Our prime 
contractors can use it. There may be some other definition that will 
meet more closely the desires of Congress, which will also be adminis- 
tratively possible to use. If we can find that, we will cheer for it as 
loudly as anyone. Of course, we will lose the continuity of reporting 
any time you change a definition of that kind. 

We recognize the fact that it was never intended to be more than 
a reporting tool, but more and more it is becoming a matter of pre- 
venting someone from getting a contract or assisting them in one 
special way or another, and when you get into that area, we should 
have a more realistic definition than we do now have, if the definition 
will also be administratively useful. 

Mr. Forsyrue. I would be very concerned about the dominance 
in industry factor as far as our small-business field is concerned. 
Take the example of the automobile industry. Take General Motors, 
Ford, and Chrysler. Nobody would debate that those three taken 
together are dominant in the automotive manufacturing field. Here 
in this definition we have to consider a single firm on every item that 
comes up. I think there would be a long debate if we said that Ford 
bidding on a contract to involve parts was dominant in its field. 
Maybe they are. But the definition will be a difficult one. 
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A lot of people will argue that Ford is not dominant. If it weren't 
dominant, we would have to have a lot of other qualifications in that 
definition to restrict them from participation in contracts where 
small-business concerns are involved. 

Mr. Weppe.t. This has been under considerable study for several 
years. I can go back to 1943. That was my first initiation into 
this debate on how to define small business. When the Small Defense 
Plant Administration made a very careful study of this thing 2 vears 
ago, or 3 years ago, and came up with a proposal that was considered 
on an industry basis, a different number of employees, depending on 
what industry it was, it made a lot of sense. But when you come to 
apply it to military procurement and to Air Force procurement, you 
run up against an absolutely impossible situation, because the buyer 
would have to determine what industry this particular item be was 
going to purchase applied, and there would be half a dozen. 

Part would be electronic, part would be rubber, part would be 
aluminum. He has to decide on which one of these industry classifi- 
cations he should apply. If he is fortunate enough to come up with 
an answer that sounds reasonable on that point, he next has to deter- 
mine, as to these plants which are bidding, which of them belong in 
that industry and how much. So the SDPA, and later the SBA, 
after making a careful study of this thing, felt that we should continue 
the definition that the military departments have been using since 
World War II—as at least being administratively possible—and not 
bog down our whole procurement system. It would terrifically wreck 
the prime contractor’s subcontracting program if we asked them to 
make determinations as to dominance in industry. I am still hopeful 
that something useful will come out of this. 

Mr. Forsyrue. Mr. Weddell, I have three questions, and they are 
very quick. Have you any new directives or regulations since last 
year that the committee should receive in its record in regard to 
procurement by small business? 

Mr. WeppELL. Since last year? 

Mr. Forsyte. Yes. | 

Mr. Weppe.u. We have revisions and modifications of directives 
that you should have. 

Mr. Forsyrue. I wonder if you would send those over so we can 
include them in the appendix of the record. ” 

Have you had any new reports from district commanders on 
meetings that they have had? I recall the one in St. Louis, Mo, 
which you introduced for the record last year. Do you have any 
others for this year that should be introduced in our record so we can 
have them? 

Mr. Weppetu. These meetings, such as you speak of, are going on 
continually in different sections of the country. It is one of the 
important activities of our small-business specialists in the district 
offices, not only to encourage the having of such meetings, but also 
to take an active part in the meetings along with our district com- 
manders. I have the one that happened just a few weeks ago in 
Pittsburgh. That is rather lengthy. I would suggest that I turn it 
over to you. Whether you put it in the record or not would be 
your judgment because of the size of the thing, but I will turn it in 
for your perusal.” 





2° See appendix 9, p. 328. 
21 Retained in committee files, 
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Mir. Forsyrur. Good. 

Is there a healthy and a good working relationship between the 
\ir Force and the Small Business Administration on this joint deter- 

nination program today? 

Mr. Weppe tt. I believe there is. It has been a sort of uphill 
iot fight, but uphill struggle to work out. When you speak about 
my organization, I assume you are speaking about the Air Force 

Mr. Forsyrue. That is right. 

Mr. Weppe.u. Not the small-business specialists. 

Mr. Forsytrue. The Air Force. 

Mr. WeppELL. Because the small-business specialists are all part 
of the Air Force. 

You and I have discussed this before, the difficulties that we have 
| joint determinations. Let me change that. I was the Air Force 

representative at the time when the Department of Defense met with 
the Small Defense Plant Administration and, first of all, accepted 
and worked out the basis on which we would handle this joint deter- 
mination program, and within a matter of days we had our own 
implementation directive out, so that the Air Force has actually had 
a longer experience in joint determination matters than have either 
of the other military departments. But the type of item purchased 
by the Air Force offices, generally, does not lend itself to multiple 
awards; that is, to partial joint determinations, where we could set 
aside a part of it, because the quantity was not there, or if the quan- 
lity was there, the cost of tooling up was too large. So most of the 
procurements on which the Small Defense Plant Administration and 
later the Small Business Administration representatives, asked to 
have joint determinations made, had to be 100 percent joint deter- 
mination. The whole procurement would be restricted to small 
business. 

That posed a great many problems. We have been tackling that. 
| am satisfied that the contracting officers and our small-business 
specialists are making a very real and sincere effort to assist the 
Small Business Administration in carrying out this program. There 
have not been too many, as you know. But I want to point this out. 
The Air Force has accepted 84 percent of all requests for joint deter- 
minations that have been made by the Small Business Administration. 

I have run into this, and I would like to introduce a paper in the 
record about it. In going out to our field offices, and in discussing 

with the Small Business Administration people the complaints that 
they had about any particular office being totally unreceptive to their 
program—that it was not carrying out the intent of the act—I 
recognized that it is a very difficult thing to put together the intent of 
section 214, as I believe it is, and the letter, the w ay it is written. I 
think you can see that a contracting officer would have a very difficult 
time, a difficult decision to make to say that it is in the interest of 
mobilizing the Nation’s full productive capacity to eliminate certain 
good producers from bidding, or that it is in the interest of the national 
defense to restrict this procurement to a certain segment of industry. 
That was sort of a roadblock. 

So I went to them and put up this proposal. I said, “Just turn 
that around a little bit and look at it this way. If you can say that 
it would not be to the disinterest, if it would not be to the disadvantage 
of the Government to make this joint determination, make it. Don’t 
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require a fine judgment on your part that it is definitely to the interest 
of the national defense to do this or it is definitely to the interest of 
the mobilization base to do it, but if it is not harmful to either of those 


two things, then you certainly have a clear road to go ahead and make 
the joint determination.” 


The SBA was of considerable assistance, either unconsciously or 
consciously, in that series of meetings that I had by taking off the face 
of the joint determination paper itself, that specific wording. It now 
simply refers to it. I think if you use that wording and try to follow 
it, you lose the intent of that paragraph, and I am a supporter of the 


intent that I believe the Congress had in putting section 214 into that 
act. 


I don’t believe that the present method of implementing it is proper. 
I think it could be greatly improved and the Air Force would be very 
happy to sit down with the SBA and try to work out a method of 
carrying out the congressional desires there in a way that will be more 
effective for small-business concerns. 

I would like to introduce into the record the letter that I wrote on 
that subject on May 12, 1954, to the director of procurement and 
production at Warner-Robins air materiel area, which is the type of 
activity that I am conducting to try to get this thing working better. 

Mr. Forsyrue. Fine. 

Senator Morssr. It will be received in evidence. 

(The letter above referred to is as follows:) 


ExuisBir 16 
May 12, 1954. 
Col. A. M. MEULENBERG, 
Director of Procurement and Production, 
Warner-Robins Air Materiel Area, 
Robins Air Force Base, Ga. 


Dear CoLoNEL MEULENBERG: 1. On Thursday, 6 May, I had a long 3-hour 
discussion with Mr. Waale and Mr. Strube, who have charge of procurement and 
production assistance of the Small Business Administration Headquarters, and 
as a result of that conversation there will be no need for me to make a written 
reply to their letter of complaint about the situation at Warner-Robins. After 
reviewing the whole joint determination situation, not only at your installation 
but at the others, I told them that we would certainly continue to decide each 
request for a joint determination on its merits, and that there would be no such 
thing as a blanket refusal to consider joint determinations. 

2. A literal interpretation of the phrase “in the interest of war or the national 
defense programs’”’ could readily lead a contracting officer to refuse any joint 
determination restricting the bidding in any degree whatever. However, we must 
carry out the Department of Defense directive on the subject as long as it is in 
effect, and do our utmost to make it work. In order to do that, it would seem 
that a possible solution would be for the contracting officer to consider that if 
it is not, in his opinion clearly detrimental to the national defense, and also does 
not in other respects run counter to the Air Force regulation on the subject, he 
could agree to a joint determination. He should of course be satisfied that even 
with a joint determination there would be sufficient competition provided by small 
concerns to bring about a fair price to the Government. 

3. Partial joint determinations, despite the fact they involve more administra- 
tive work inasmuch as it means that more than one contract would have to be 
made, and administered, would avoid most of these difficulties, and I believe a 
concerted effort should be made to use partial joint determinations instead of 
100 percent joint determinations whenever it is at all practicable. 

4. Attached is the new Air Force Regulation 70-7 just off the press, and I 
have marked certain provisions which may be of assistance in resolving a situation 
which I thoroughly agree is a difficult one under any circumstances. 

5. Mr. Waale recognizes the fact that there is not sufficient procurement 
activity at Warner-Robins to justifv the assignment full time of a small-business 
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esentative of his agence In lieu of that, his Atlanta 


‘ \\ it i> 
irrive at some practical arrangement with vou wher Mr. McCarthy ca 
se the Atlanta regional office from time to time whe there are new purcha 
vests of a suitable nature, and they would send a pers out fro Atlanta to 
k them over and decide whether or not a joint determination sl! 

ed. This might be 2 or 3 times a month depend 


irement 


Thank vou for the courtesies and cooperation whi ou ext 
recent visit to vour office 
Very truly vours 
IK .N RK Wi De I 
(ssistant for Nmall Bus ness Directorate Pro é er nd Prod 


Engaineert? gd Office Denutu Chie of Stafi Vat é 


\[Ir. Forsyte. | want to thank Mr. Weddell and Mr. Johnson for 
2\, hours of questions and answers here which I feel have brought out a 
cood deal of information that this committee needed, and which we 
appreciate. 

Senator Morse? 

Senator Morse. We should also make clear in the record that Mr 
Johnson and Mr. Weddell are at liberty to file any additional memo- 
randums that they wish to file to complete their presentation of their 
points of view with regard to the problems that we were discussing here 
today. 

Mr. Weppe.u. Thank you, sir. 

Senator Morse. We will stand in recess subject to further call. 

Whereupon, at 12:35 p. m., the subcommittee adjourned, subject 
to the eall of the Chair.) 
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WEDNESDAY, MAY 4, 1955 


Unirep States SENATE, 
SUBCOMMITTEE ON MiLirary PROCUREMENT 
OF THE COMMITTEE ON SMALL BUSINESS 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:05 a. m., in room 
$57, Senate Office Building, Senator Goldwater presiding. 

Present: Senator Goldwater (presiding). 

Also present: Robert Forsythe, chief counsel, and William D, 
Amis, professional staff member. 

Senator GoLpwaTerR. The meeting will come to order. 

Our first witness this morening is Mr. J. E. Welch, Assistant 
General Counsel of the General Accounting Office. 

Mr. Welch. 

Mr. Forsyrue. Why don’t all of you come up to the table at once. 
If we have any questions, either one of you can answer at once, 

Senator GotpwatTer. Mr. Welch, it is good to have you here. You 
may proceed in any way you see fit. 


STATEMENT OF J. E. WELCH, ASSISTANT GENERAL COUNSEL, 
GENERAL ACCOUNTING OFFICE, ACCOMPANIED BY R. F. 
KELLER, ASSISTANT TO COMPTROLLER GENERAL, AND RALPH 
E. RAMSEY, ASSOCIATE CHIEF, OFFICE OF INVESTIGATIONS, 
GENERAL ACCOUNTING OFFICE 


Mr. Wetcu. Mr. Chairman and members of the committee, we 
appreciate the opportunity you have again afforded us to discuss 
with your committee the more recent problem areas and develop- 
ments in the field of Government procurement as we see them. 

Here with me are Mr. Robert Keller, Assistant to the Comptroller 
General, and Mr. Ralph Ramsey, our Associate Chief, Office of Inves- 
tigations. 

As you know, there are two ways to make a Government contract. 
One is by advertising and the other is by negotiation. Originally 
section 3709, Revised Statutes, 41 United States Code, 5, was the 
law which applied throughout the Government with respect to the 
method of making contracts. 

That law requires advertisements for competitive bids and is still 
effective today, except where it has been superseded by special legis- 
lation such as the Armed Services Procurement Act of 1947, 41 
United States Code, 152, and the Federal Property and Administra- 
tive Services Act of 1949, 41 United States Code, 253. 
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The provisions of these latter acts are substantially the same so far 
as they pertain to contracting. They require that all purchases and 
contracts for supplies and services shall be made by advertising, with 
certain exceptions. 

Section 2 (c) (1) of the Armed Services Procurement Act and 
section 302 (c) (1) of the Federal Property and Administrative 
Services Act ake the first such exception to be that contracts may 
be negotiated without advertising when determined to be necessary 
in the public interest during the period of a national emergency 
declared by the President or by the Congress. 

Sixteen other specific exceptions to the requirement for advertising 
are thereafter enumerated in the Armed Services Procurement Act 
and 13 other such exceptions are listed in the Federal Property and 
Administrative Services Act. 

On December 16, 1950, the President declared the existence of a 
national emergency. A few days later the head of each military 
department exec uted blanket determinations that it was necessary, in 
the public interest, to negotiate contracts without formal advertising 
during the period of the national emergency. Similar determinations 
were soon made also by the Commandant of the United States Coast 
Guard and the National Advisory Committee for Aeronautics 

The national emergency still exists and apparently these blanket 
determinations still apply so far as concerns the use of section 2 (c) 
(1) by the military departments. 

As we pointed out last year in ovr statement before your committee, 
in a letter dated March 12, 1954, B-39995, B-42702, to Congressman 
Paul Brown, our office expressed its increasing concern over “the con- 
tinued extensive use of this blanket authority to negotiate Govern- 
ment contracts when apparently procurement conditions have 
gradually returned to a stable, if not normal, basis. 

In addition, we questioned the exclusive use of section 2 (c) (1) in 
instances where the circumstances attending the procurement clearly 
indicated the applicability of some other exception listed in section 
2 (¢). 

A copy of the letter to Congressman Brown was forwarded to the 
Secretary of Defense with the request for a statement of his views on 
the subject. 

The Secretary replied by letter dated August 20, 1954, stating several 

reasons why the Department of Defense thinks the authority of section 
2 (c) (1) should continue to be used, and concluded: 
* * * T believe that abandonment of the authority of section 2 (c) (1) would not 
be in the public interest for the present. This is not to say, however, that we 
are insensitive to those conditions which have changed since the authority was 
invoked, or that we have any intention either of perpetuating the authority be- 
yond the time when its use is no longer justified or of utilizing negotiation at any 
given time on a broader basis than the circumstances warrant. 

I fully agree with your recommendation that periodic reviews be made of the 
necessity for continuation of this authority and will see that such reviews are 
made. I recognize, further, that formal advertising should be used to the great- 
est extent practicable. While we are continuing to cite section 2 (c) (1) as author- 
ity for negotiated procurements, we have required that the use of negotiation be 


supported by documentation justifying the use of this method of procurement in 
each case. 


One result of the continued blanket use of section 2 (c) (1) under 
the arrangement described by the Secretary is that it renders inopera- 
tive certain limitations and requirements of the Armed Services 
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Procurement Act regarding delegations of authority and reporting 
to the Congress. 

These may be found in sections 7 (b), 7 (c), 2 (c) (11), and 2 (e) (16 
of the act. 

Consequently, despite the Secretary’s views, we believe that the 
blanket authority to use section 2 (c) (1) should be elimmated and that 
appropriate use should be made of the 16 other exceptions provided 
by the act. 

‘If the use of section 2 (c) (1) were eliminated, it is conceivable that 
a number of contracts which otherwise might be negotiated would 
be awarded by advertising in accordance with the general policy of 
the act and in recognition of the higher degree of normalcy prevailing 
in present-day market conditions. 

Also, circumvention of the safeguards imposed by the Congress in 
the use of the negotiated authority under the act, would no longer be 
possible. 

Senator GoLtpwaterR. Mr. Welch, have you ever been able to 
ascertain from the Secretary of Defense why he thinks that the 
abandonment of the authority in section 2 (c) (1) would not be in 
the public interest? 

Mr. Wetcu. He gave us his reasons in this letter I just quoted from 
in part. I have the whole letter here. 

Senator Gotpwarter. I think the whole letter should be made a 
part of the record. This is just a lot of gobbledygook. That portion 
of his letter does not mean anything at all to me. 

Mr. We cn. The letter is not very long. We will be glad to submit 
a copy of it together with copies of the related correspondence. 

(Copies of letters subsequently submitted by Mr. Welch for the 
record, follow.) 

EXxHisiT 17 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, D. C., May 12, 1955. 
Hon. JoHN SPARKMAN, 
Chairman, Select Committee on Small Business, 
United States Senate 


DeaR Mr. CHarRMAN In their testimony of May 4, 1955, before your com- 
mittee, our representatives referred to certain documents which the acting chair- 
man, Senator Barry M. Goldwater, requested be furnished the committee. In 
compliance with that request, copies of the following correspondence are enclosed: 

Enclosure 1. Our letter of March 12, 1954, B-39995, B—42702, to the Honorable 
Paul Brown, House of Representatives; 

Enclosure 2. Our letter of the same date to the Secretary of Defense; 
Enclosure 3. Letter of reply dated August 20, 1954, from the Secretary of De- 
ense,; 

Enclosure 4. Our letter of March 17, 1955, B—120741, to the Secretary of the 
Army; (See exhibit 19, p. 218.) 

Enclosure 5. Our letter of October 8, 1954, B—119292, to the Secretary of De- 
fense; (See exhibit 20, p. 220.) 

Enclosure 6. Letter of reply dated February 10, 1955, from the Deputy Assistant 
Secretary of Defense (Supply and Logistics). (See exhibit 20 (a), p. 221.) 

Enclosure 7. Also enclosed is a copy of the revision of the armed services pro- 
curement regulation referred to in the above letter of February 10, 1955. See 
section 3-401. (See exhibit 20 (b), p. 222.) 

Information regarding cancellation of the contract which was the subject of the 
decision referred to on pagé’13 of Mr. Welch’s statement has been r>quested from 
the Department of the Army and will be furnished your commitice as soon as it 
is received. (See exhibit 21, p. 223.) 

_ In order that your committee may be more fully informed regarding our activ- 
ities in the procurement field, arrangements have been made to furnish you with 
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copies of our future audit and investigation reports relating to procurement. In 
addition, your committee has been placed on our mailing list to receive copies of 
our published decisions. 

Our comments regarding inventory controls which were also requested by Sen- 
ator Goldwater are now being prepared and will be furnished in the near future. 
(See exhibit 18, p. 211). 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


[Enclosure 1] 


CoMPTROLLER GENERAL OF THE UNITED STATEs, 
Washington, March 12, 1954 
Hon. PavL Brown, 
House of Representatives. 

My Dear Mr. Brown: I have your letter of February 11, 1954, requesting 
my views as to whether existing legislation, particularly the Armed Services 
Procurement Act of 1947, adequately protects the interest of the Government in 
negotiated contracts. 

You mention specifically section 2 (c) (1) of the Armed Services Procurement 
Act, which permits negotiation of contracts during the period of a national 
emergency if determined to be necessary in the public interest, and state it to be 
your understanding that all negotiated contracts are now awarded under this 
section of the act. You letter suggests that an unusually broad interpretation 
has been placed on what is ‘‘necessary in the publie interest”’ under section 2 (¢) (1), 
and you cite the example of a contract for three destroyers recently awarded by 
by the Department of the Navy at a price $6,500,000 in excess of the lowest 
price obtainable. 

Apart from the merits of the particular award in the case of the three destrovers, 
it is mv opinion that the authority granted by seetion 2 (c) (1) of the Armed 
Services ~rocurement Act currently is being exercised under circumstances which 
were not contemplated by the Congress when the act was passed. It was clearly 
intended that there would be a return to normal advertising-bid purchasing 
procedures on the part of the armed services, whenever economic conditions 
permitted. (See 5. Rept. No. 571, 80th Cong.) Various deviations from such 
procedures—some of long standing and others derived from World War II procure- 
ment experience—were recognized and made uniform by the act. The exception 
contained in section 2 (ce) (1) of the act is among the latter. Because of the 
prospect that any future war might start with great suddenness, it was felt by 
the Congress that standby authority should be available on a permanent basis to 
permit the shedding of peacetime procurement restrictions simultaneously with 
the declaration of a national emergency by the President or the Congress. In 
other words, this section of the act was designed to make it unnecessary to secure 
temporary authority from the Congress to negotiate contracts upon the outbreak 
of a sudden emergency when valuable time might be lost in going through the 
legislative process. However, use of the authority provided under section 2 (¢) (1) 
was intended only to meet abnormal market and procurement conditions. This 
is borne out by the fact that a state of declared war existed at the time the act 
was passed, but it was in effect agreed between the Congress and the armed 
services that that emergency would not be made the basis for the exercise of 
authority under section 2 (c) (1%). 

Provision was made for a further determiration to be made by the heads of the 
procuring agencies even after the Presidential or congressional declaration of a 
national emergency before section 2 (c) (1) authority could be used. The determi- 
nation to be made is that negotiation of contracts is ‘‘necessary in the public 
interest.”’ No standards are set forth in the act for the guidance of the agency 
heads in evaluating the various factors which may affect the public interest. It 
is clear, however, that the mere existence of a declared national emergency, with- 
out more, was not to be made the basis for any blanket exercise of the negotiating 
authority. 

As you know, the President declared a national emergency on December 16, 
1950. Immediately thereafter, the Secretaries of the Army, Navy, and Air 
Force made broad general determinations that it was necessary in the public 
interest to authorize the negotiation of contracts by their respective Departments 
under section 2 (c) (1) during the period of the national emergency. Similar 
determinations were soon made by the Commandant of the United States Coast 
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Guard and the National Advisory Committee for Aeronautics. While the use of 
formal advertising was permitted as an alternative to negotiation, it is significant 
» note that nearly nine-tenths of the total procurement activities of the Depart- 
ment of Defense since 1950 have been on a negotiated as distinguished from an 
idvertised basis, although the proportion of advertised procurements has in- 
creased somewhat in recent months. Also, as provided by implementing procure- 
ent regulations issued by the three services, such negotiation has been on the 
asis of section 2 (c) (1) authority even in cases where negotiation would have been 
istified under other exceptions contained in section 2 (c) of the Armed Services 
Procurement Act. 

One result of the exclusive use of section 2 (c) (1) authority has been to render 

operative the limitations of sections 7 (b), 7 (c), and 7 (d) of the Armed Services 
-rocurement Act with respect to the delegation of authority by the agency heads 
ind the requirement of reports to the Congress in the case of contracts negotiated 
inder sections 2 (c) (11) and 2 (c) (16). The award for the three destroyers 
mentioned in your letter is a good example. It appears from testimony given 
before the Subcommittee on Defense Activities of the House Armed Services 
Committee on February 26, 1954, that the award in this case was in reality made 
on the basis of reasons which would bring it within the purview of section 2 (c 
16) of the act, namely, the desire of the Navy Department to insure the continued 
operation of the shipyard involved. 

The questionable features of the Department of Defense buying practices stem, 
ff course, from the extremely broad authority granted by section 2 (c) (1). Two 
things only are necessary to render that section operative: First, a declaration of 
ational emergency either by the President or by the Congress, and second, a 
letermination by the agency head that such emergency makes negotiation of 
ontracts necessary in the public interest. This is just one more in a series of 

stances which I have witnessed during my term as Comptroller General where 
freedom and checks and controls have given rise to administrative abuse 

As stated above, the act does not establish standards for determining when or 
to what degree the public interest requires negotiation under section 2 (ec) (1). 
However, the legislative history of the act indicates rather clearly that section 
2 (c) (1) authority was intended to be used only when normal peacetime procure- 
nent was not practicable. The House report on the bill (H. Rept. No. 109, 
80th Cong., p. 6) shows that advertising was expected to be used when definite 
specifications could be offered to a number of adequately equipped potential 
suppliers who would compete for the business, and that resort to negotiation 
would be had only when one or more of these three conditions was missing. I 
can find no basis for believing that ‘‘public interest’? under section 2 (ce) (1) was 
ever intended to encompass savings in unemployment compensation, tax losses, 
idle machines, impact on communities, lost sales, or relief payments, as has been 
argued by the Office of Defense Mobilization. (See the third annual report of 
the activities of the Joint Committee on Defense Production, H. Rept. No. 1097, 
83d Cong., p. 20.) It is significant, in this connection, that section 644 of the 
Department of Defense Appropriation Act, 1954, 67 Statutes 357, prohibits the 
ise of funds made available thereunder for the payment of a price differential 
on contracts made for the purpose of relieving economic dislocations 

Conditions today, fortunately, are far less urgent than those prevailing in 
December 1950 when the present national emergency was declared; in fact, condi- 
tions affecting Government procurement are today relatively stable. Although 
these changed conditions should permit far more procurement on a normal basis, 
no change has been made in the broad determinations made by the Secretaries of 
the armed services over 3 years ago. It is believed that the congressional interest 
in the destroyer contract may have impressed upon the Department of the Navy 
the desirability of a review of the present necessity for continuance of section 
2 (ce) (1) authority on the broad basis now in effect. and it was stated at the hearing 
on February 26, 1954, that such a review was under way. 

In response to your request for suggestions which might more adequately 
protect the interests of the Government in negotiated procurement, I believe 
periodic administrative review of the necessity for continuation of section 2 (c) (1) 
authority should be made mandatory perhaps by providing that agencv head 
determinations thereunder should not be made for periods in excess of 6 months 
at a time. A more drastic limitation would be to permit negotiation under 
section 2 (ec) (1) onlv during time of actual hostilities and 12 months thereafter 
and to require express legislative sanction for negotiating authority during any 
other periods. Ido not at present, in view of the limited use of negotiation under 
the other subsections of section 2 (c), have any suggestions with respect thereto. 
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The authority to negotiate under those subsections is, of course, subject to many 
limitations and safeguards not applicable to negotiation under subsection 2 (¢) (1) 

You also request my views as to the effect upon small business of further restric- 
tions on negotiated procurement. My comments will be limited to the effect of 
modification of section 2 (c) (1), since I have not suggested further restriction on 
the use of negotiation under sections 2 (c) (2) through 2 (ce) (17). Section 214 
of the Small Business Act of 1953, 67 Stat. 238, provides that small-business 
concerns shall receive anv award or contract or any part thereof as to which it is 
determined by the Small Business Administration and the contracting procure- 
ment agency (A) to be in the interest of mobilizing the Nation’s full productive 
capacity, or (B) to be in the interest of war or national-defense programs. So long 
as this statutory authority exists for earmarking a fair share of Government pro- 
curement for small business, it would seem to be immaterial whether the con- 
tracts are let on a negotiated or an advertised basis. While the conditions may 
since have changed, it is not inappropriate to point out that the Senate Select 
Committee on Small Business in a report dated June 21, 1951 (S. Rept. No. 469, 
82d Cong., p. 33), made the following recommendation: 

“3. The committee is convinced that small producers fare best under the formal 
advertised bidding procedure. It therefore strongly urges the use of advertised 
procurements to the fullest extent practicable. In fact, it is of the firm belief that 
negotiation should be drastically restricted and emploved only for urgent or 
classified purchases, or when definite benefits to small business may ensue, * * *” 

In my opinion, therefore, the discontinuance of negotiation under section 
2 (c) (1) of the Armed Services Procurement Act should have no detrimental 
effect upon the volume of procurement from small business. 

Sincerely yours, 
Linpsay C. WARREN, 
Comptroller Ceneral of the United States. 





(Enclosure 2) 


CompTROLLER GENERAL OF THE UNrrep Stat 


‘ Es, 
Washington 25, Marc 2 


h 12, 1954 


fe 


The honorable the SECRETARY OF DEFENSE. 


My Dear Mr. Secretary: The legislative history of the Armed Services 
Procurement Act of 1947 discloses that the Congress expected the most careful 
administration of the broad authority to negotiate contracts without advertising 
conferred by section 20f the act. The General Accounting Office has been increas- 
ingly concerned over the continued use of the emergency authority granted by 
section 2 (ce) (1) of the act in the face of procurement conditions which have 
gradually returned to a relatively stable and normal basis. At the present time a 
large proportion of contracts negotiated under section 2 (c) (1) of the Armed 
Services Procurement Act undoubtedly could be negotiated under other authority 
in section 2 (ce). 

I believe this matter to be of great national importance and for that reason I am 
enclosing for your consideration a copy of a letter I have this day addressed to 
Congressman Paul Brown. It will be appreciated if you will give me your views 
on the matters discussed in my letter to him. 

Sincerely yours. * 
Linpsay C. WARREN, 
Comptroller General of the United States. 





(Enclosure 3) 


THE SECRETARY OF DEFENSE, 
Washington, August 20, 1954 
Hon. Frank H. Weirze., 


Acting Comptroller General of the United States. 


Dear Mr. Werrzet: Further reference is made to the letter dated March 12, 
1954, from vour office concerning negotiated procurement under section 2 (e) (1) 
of the Armed Services Procurement Act. 

I agree with your statement to Congressman Brown that use of the authority 
provided under section 2 (c) (1) was intended only to meet abnormal market and 
procuremer.t conditions. While market conditions are returning toward normal, 


I believe that military procurement conditions continue to present problems 
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stemming from the national emergeney which call for cont 
of seetion 2 (ec) (1) at this time. 
\ major problem faced today by the Services is that of adjust 
ase to current procurement programs in such manner as best 
ibilitv of our industrial structure to respond to a future crisis 
only the streamlining of the production base which was built up d 
Korean hostilities, but also, in a number of cases, the creation of sources for 
ems now being introduced into our supply systems 
fluid and complex, and a great many factors—such 
spersal—must be taken into account in accomplishir 
here is recognition, in your letter to Congressman Brow: 
presentatives before congressional committees 
of the pro 


ihe process of ad 


your re 
arefully com} artmented negotiating authority 
f the act, which are designed for use in normal peacetime circu 

many instances represent the most effective means of meeting t 
ibjeetives of the present period. 

Our problems are not only qualitative, but 
olume of procurement actions running at levels far in excess 
A reversion to normal nonemergeney procedures at this time w 


substantially handicap our procuring acti ities by imposing restrictions 
ent with the al ic 


quantitative as well, wit! 


f +4 . . 
Ol he perwd pri 


Korea. 
| believe, 
lelavs, and administrative burdens which would be inconsist 

if 


nterest. 
In addition, as you know, the use of this authority is necessary if we 

uit the policy of the Director of Defense Mobilization which calls for 

ir labor-surplus areas. Section 2 (c) (1) is also utilized to negotiate pi 

rom small-business concerns after ‘joint determinations’”’ with the Small Bus 


\dministration. 
For these reasons, I believe that 


t} 


abandonment of the authority 
1) would not be in the public interest for the present. This is 
however, that we are insensitive to those conditions which have changed sir 
authority was invoked, or that we have any intention either of perpetuating 
the authority bevond the time when its use is no longer justified or of utilizing 
given time on a broader basis than the circumstances warrant 
reviews be made of the 
‘e that such reviews are 
> used to the gr 


) 


egotiation at any 
I fully agree with your recommendation that periodic 
for continuation of this authority, and will s« 
I recognize, further, that formal advertising should be 
continuing to cite section 
‘d that the use of 
use of this meth 


necessity 
nade, 
est extent practicable. While we are 
authority for negotiated procurements, we have require 
tiation be supported by documentation justifying the 
procurement in each case. 

I assure you that this problem will be kept under surveillance to determine that 
the authority of section 2 (c) (1) will neither be continued without justificatior 
nor used for purposes not warranted by the circumstances, 

‘ shall make the periodic reviews that you have recommended 

"We appreciate having the benefit of your observations on this subject o 
oneern, and assure you of our willingness to exchange views at any time 


Sincerely yours, 
C. E. Wiuson 


Cc 


and, specifically, that 


f mutual 
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Senator GoLpwaTeER. Do you agree with his statement on that? 
Mr. Wetcu. No, sir. We are inclined to disagree with his thinking 
it, because we feel that the 16 exceptions suffice for practical 
purposes, as we see them. 
For instance, he speaks of the necessity of negotiating contracts to 


on 


take care of surplus-labor areas. Well, I think one of the exceptions 
contains sufficient authority to accomplish that purpose. 

I think I can point to that in just a second. 

Mr. ForsyrHe. 16 would take care of that one. 

Mr. Wetcnu. Yes. Section 16 provides that the negotiation 
authority may be used when the agency head determines that it is 
in the public interest, that it is in the interest of the national defense 
that any plant, minor facility or any producer, manufacturer, or 
other supplier be made or kept available for furnishing supplies or 
services in the event of a national emergency or that the interest, 
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either of industrial mobilization in case of such an emergency or of 
the national defense in maintaining active engineering, research and 
development are otherwise served. So we would feel that that section 
is sufficient authority to negotiate contracts to maintain production 
base or take care of aeolian areas. 

Senator GoLpwaTER. Have you ever directed these thoughts to the 
Secretary of Defense? 

Mr. Wexicu. Yes, sir. We expressed those thoughts in the letter 
which this letter was in answer to. 

Senator Gotpwartrr. The one concerning Congressman Brown? 

Mr. Wetcu. Yes, sir. 

Senator GoLpwATER. That was last year. 

Mr. Wetcu. That is correct; yes, sir. We received this reply from 
the Secretary of Defense on August 20, 1954. 

Senator GoLtpwaTrer. Have you repeated your thoughts to the 
Secretary since that time? 

Mr. Wetcu. I am not certain that we have. 

Senator GotpwateER. Do you feel that your position is clear to the 
Department of Defense? 

Mr. Wetcu. Yes, sir. 

Senator Gotpwarer. I think it might be well that the GAO direct 
another letter. 

Mr. Wetcu. All right, sir, we will certainly keep that in mind. 

Senator Gotpwater. | can’t believe that our economy having 
turned to a peacetime basis we can’t return to negotiating for the needs 
of the military. 

Mr. Wetcu. Yes, sir. I think I can promise we will certainly do 
that. 

Senator GotpwatrEr. I would like for you to do that and I would 
like for the answer to that to be made a part of this record. 

Mr. Wetcu. All right, sir, we will make a note to do that.” 

Mr. Forsyrur. Mr. Welch, before we go on, is there any con- 
ceivable item or contract that you can think of that cannot be nego- 
tiated for under the other 16 exceptions? 

Mr. We cu. Offhand, there is not any. 

Mr. Forsyrue. How does the use of 2 (c) (1) affect your authority? 
As I understand it, vou have been given, as an agency of Government, 
the authority to police the expenditures of funds and contracting of 
all Government agencies. 

You are set up theoretically as an arm of the Congress. Does 
this affect any authority or power? Does it render you unable to do 
the things that you could do under the other 16 exceptions? 

Mr. We cu. It certainly does. Particularly does it render us 
unable to police the procurement as compared to what our authority 
would be if the procurement were advertised. When negotiation 
authority is used, the rules and restrictions that are applicable to 
procurement by competitive bidding no longer apply and the depart- 
ment is more or less free to operate in most any manner that they 
care to and we can’t question the procedures. 

Senator GotpwarTer. In other words you are reduced to the posi- 
tion, if you do question procedures under negotiation, it becomes a 
matter of opinion and a matter of judgment of the contracting officer 
and with that you don’t think you can argue. In other words he is 





22 See exhibit 17, p. 199. 
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esponsible for the procurement and under negotiation as contrasted 
with advertising, there is no fact situations that you can rule on. 
Isn’t that true? 
Mr. Wetcn. That is true. We can question the administrative 
determination on such a matter only in a rare instance where we would 
feel that it was patently erroneous or arbitrary or capricious perhaps. 
Senator GotpwaTER. So in the advertised method you do have 
ertain rules of procedure and there you can effectively challenge 
and discuss and determine whether or not those procedures have been 
followed out in an individual procurement where a complaint might 
ome in? 
Mr. Wetcu. That is correct. As a matter of fact we have had a 
imber of cases where we have questioned the administrative pro- 
edures under advertised procurements even to the point of causing 
1 contract which we had felt had been improperly awarded to be 
anceled. But I can think of no case where we ever undertook to 
have a contract that had been negotiated, canceled on the basis that 

had not been properly awarded because we have no basis when 
hey negotiate. 

Senator GotpwaTeErR. All right. 

Mr. Ketter. Mr. Chairman, may | add something? 

In connection with negotiated contracts, | won’t say we are power- 
ess. We are powerless to direct an action like we can when a pro- 

irement is under section 3709, but we can raise questions as to what 
las gone on in connec tion with a particular negotiation. But if the 
‘ontracting officer, or the contracting department, does not care to 

onsider any observations we may haye, our hands are tied. There 
s nothing further we can do because the department has the final 
authority. 

I did not want you to understand that we can’t raise a question 
if we see something that looks bad. 

Mr. Forsyrae. The only way you can be a deterrent to practices 

vhich you don’t think they should be in procurement comes only 
vhen they will cooperate with you. If they just listen to you and 
don’t wish to take your suggestions or comments, then you are not 
n a position to do anything further. 

Mr. Keiuer. That is absolutely true. 

Mr. Wetcu. Of course we can report those cases to Congress if 
ve feel there are flagrant abuses involved. 

Senator GoLpwaTErR. Have you ever done that? 

Mr. Wetcu. I believe we have. I think we have included such 
nstances in audit reports that have come up to some of the committees. 

Mr. Forsytue. You certainly brought to the attention of Congress 
the famous fence case and a few others which were flagrant violations. 

Mr. Wetcu. That is correct. Our audit reports are sent up to the 
committees periodically. 

Senator GoLpwaTeErR. Proceed. 

Mr. Wetcu. During the last year two new laws were passed which 
we believe are of particular significance and importance in the field 
of Government procurement. 

Government contracts customarily contain a standard disputes 

clause providing that all disputes concerning questions of fact shall 
be decided by the contracting officer, or, on appeal, by the head of 
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the department concerned with the further proviso that the decision 
of such official or officials shall be final and conclusive on the parties 

In the case of United States v. Moorman (338 U. 8. 457 (1950)), 
the Supreme Court held that, since no congressional enactment had 
condemned the creation and enforcement of such anticipatory pro- 
visions for the administrative settlement of disputes, they were legally 
valid and effective. 

This was not « ~ew rule but the Court’s decision seemed to indicate 
that it would apply even to the pomt of making the administrative 
officer’s decision final on disputed questions of law if the disputes 
clause in a partieular contract was broad enough to encompass such 
questions. 

In the case of United States v. Wunderlich (342 U.S. 98 (1951)), 
the Supreme Court held that a decision under the standard disputes 
clause remains final “unless it was founded on fraud, alleged and 
proven.” 

Needless to say, the Moorman decision cast considerable doubt on 
our right to question administrative decisions on questions of law if 
made under contract provisions purporting to authorize such admin- 
istrative decisions. 

Likewise, the requirement of proving fraud on the part of the admin- 
istrative officials in deciding questions of fact, as imposed by the 
Wunderlich decision, had the practical effect of precluding our office 
and the courts from thereafter questioning the decisions of such 
officials on any basis whatever if they pertained to questions of fact. 

Thus, after the Moorman and Wunderlich decisions, it appeared 
that executive contracting agencies, without specific legislative au- 
thority to do so, could, by agreements with contractors, circumvent 
the jurisdication of the General Accounting Office and the courts to 
the possible serious detriment of the Government. 

Our office and other interested parties therefore recommended to 
the Congress legislation limiting the finality of administrative findings 
under contract disputes clauses. 

As a result, Public Law 356, approved May 11, 1954, 68 Stat. 81, 
was enacted. 

This law prohibits final administrative determinations of question 
of law. In addition, it permits review of administrative factual deter- 
minations if fraudulent, or capricious, or so grossly erroneous as to 
imply bad faith, or not supported by substantial evidence. 

The Court of Claims has already held that Public Law 356 rein- 
stated the rule which existed prior to the Wunderlich case. 

Although the law itself does not specifically mention the General 
Accounting Office, it is a matter of vital interest to us that the legis- 
lative history shows clearly that the Congress intended the General 
Accounting Office would retain its right of review and would apply 
the standards of review generally applied under its jurisdiction in 
the course of settling claims or auditing contract payments. 

The necessity and importance of our office retaining its right to 
question administrative decisions under Government contracts can 
best be illustrated perhaps by reference to a recent case in the Court 
of Claims. 

There the cost-plus-a-fixed-fee contractor involved was called upon 
by the State in which it was operating to pay certain taxes on its. 
contract activities. 
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Believing it was not legally liable to pay the taxes and since the 
taxes if payable would be reimbursable by the Government under 
the cost-plus contracts, the contractor arranged with the contracting 
ficer for the Government to advance the necessary funds and then 
paid the taxes under protest 

The Government financed a suit to recover the taxes and the con- 
ractor was ultimately successful in obtaining recovery not only of 

the taxes paid on account of its cost-plus contracts but also of the 
nterest which had accrued on the amount paid while it was in the 
ands of the State. 

The pro rata share of the interest payment applicable to the ad- 
vance made by the Government amounted to something over $50,000, 

The contracting officer decided that the Government was entitled 
o the interest as well as to the return of the amount which it had 
uivanced. On appeal by the contractor, the Armed Services Board 

of Contract Appeals reversed the contracting officer’s decision When 
he matter came to our attention, we held that it involved purely a 
question of law and that the contractor was required to return the 
nierest to the Government. 

The contractor sued for recovery in the Court of Claims and the 
court sustained our position. This was the case of Northrup Aircraft, 
Inc.. versus United States, decided by the Court of Claims on January 

1955. 

Another recent statutor V prov ision affecting Government contract- 
ng is section 1311 of the Supplemental Appropriation Act, 1955, 
Public Law 663, approved August 26, 1954, 68 Stat. 830. 

ln the past years some agencies have reported large amounts as 
obligations which were not in fact true obligations. For example, in 
a report of the Comptroller General dated March 5, 1954, to the 
chairman, Committee on Appropriations, House of Representatives, 
on the validity of obligations reported by the Department of Defense 
for aircraft and related procurement as of June 30, 1953, the following 
facts were disclosed: 

The Department of the Air Force reported unliquidated obli- 
vations as of June 30, 1953, totaling $16.6 billion. The survey made 
by the General Accounting Office included examination of 222 Air 
Force contracts with a balance of unliquidated obligations at June 30, 
1953, of $10.6 billion. Questionable obligations totaling $2.2 billion 
were found. 

The Department of the Navy reported unliquidated obligations 
as = June 30, 1953, totaling $6.9 billion. Examination of 305 obliga- 
tion items involving approximately 263 contracts with a balance of 
unliquidated obligations at June 30, 1953, of $5 billion revealed 
questionable items totaling $2.3 billion. 

These situations, and others, caused the Appropriations Committees 
of both the House and the Senate considerable concern. In recom- 
mending the enactment of section 1311, the House committee stated 
on pages 49 and 50 of Report No. 2266 dated July 16, 1954, that: 

Definition of obligations.—Over a period of vears numerous loose practices in 
handling appropriated funds have grown up in various agencies of the Govern- 

ent. The most difficult problem in this area arises from the recording of various 

pes of transactions as obligations of the Government when, in fact, no real 
bligation exists. This situation has become so acute as to make it next to im- 
possible for the Committee on Appropriations to determine with any degree of 
accuracy the amount which has been obligated against outstanding appropriations 
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as a basis for determining future requirements. It has become necessary to set 
forth definitely in the law the types of transactions which will be recognized as 
true obligations and secure accurate reporting thereon in order that it may be 
possible for the Committee on Appropriations to have a sound basis for its opera- 
tions. Section 1111 (1311) therefore has been included in the bill to accomplis! 
this purpose. <A clean-cut definition of obligations will also greatly simplify the 
work of the General Accounting Office in auditing and settling the accounts of th« 
various agencies. The Acting Comptroller General was consulted and has con- 
curred in the proposal as a necessary step to clear up the existing chaotic situation 
The proposal has also been discussed with the Director of the Bureau of th: 
Budget and he agrees that legislation of this type is needed. 

Section 1311 approaches the problem in three ways. 

First there is a requirement that no amounts shall be recorded as 
obligations unless supported by documentary evidence of transactions 
which fall into 1 of 8 categories. 

Second, the head of each Federal agency is required to report 
anrually as to each appropriation or fund under the control of such 
agency the amount thereof remaining obligated but unexpended, and 
the amount thereof remaining unobligated on June 30 of each vear. 

Copies of the reports are required to be forwarded to the Committee 
on Appropriations, to the Comptroller General, and to the Director 
of the Budget. 

The legislative history of section 131! makes it clear that the Gen- 
eral Accounting Office has the responsibility of auditing the reports 
which are submitted by the agency heads. 

For the year ended June 30, 1954, the reports were not required to 
be made until December 31, 1954. In the future the agency reports 
are required to be made by September 30 of each year. The agency 
reports which have been received are now in the process of being 
evaluated by our audit people. 

As we informed your committee last year, the drafting of specifica- 
tions is one of the trouble spots in Government procurement and there 
are no definite limits to the effectiveness of our office in areas where the 
facts are in dispute. One such area is where particular brands or 
trade names are specified followed by the words ‘or equal.’’ The 
purpose of the words “‘or equal,” of course, is to effect compliance with 
the requirement that, whenever advertising is required, specifications 
and invitations for bids shall be drawn in a manner which will permit 
full and free competition. 

If, in a particular case, the words ‘‘or equal” are interpreted and 
applied by the contracting officer as meaning that only an identical 
article will be acceptable, their use adds nothing to the specifications 
because rarely are two manufactured articles alike in all respects. 

Under such an interpretation, the specifications would remain 
restrictive in the sense that for all practical purposes they call for the 
proprietary product named. 

Our office has consistently held that specifications should not be 
drafted to provide for a proprietary product unless it can be con- 
clusively established that there are no other manufacturers who can or 
possibly could furnish a product equally satisfactory. 

We have held further that, where a department determines that 
specifications calling for a proprietary product are necessary and 
consistent with its actual needs, the contract should be negotiated 
with the sole source bidder rather than afford that bidder the oppor- 
tunity of quoting under the competitive bid procedure without fea: 
of real competition. 
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The contracting officer can also construe the words “or equal’ to 
mean merely that the article to be furnished must function in a manner 
equal to the brand name specified. When this is done, we are almost 

entirely dependent upon his judgment, as we are not experts in the 
mechanical, engineering and technical fields 

We must also rely principally upon the judgment of the adminis- 

rative contracting officials in cases involving doubt as to whether the 
bidder receiving the award is a responsible bidder as required by 
section 3 of the Armed Services Procurement Act. 

These cases can arise in either of two ways. A higher bidder might 
protest against the award being made to a lower bidder because he 
believes the latter is not qualified to perform the contract, or the low 
bidder might protest that he had been erroneously disqualified from 
receiving an award on the basis that he was not a responsible bidder. 

I believe it is correct to say that in recent vears, at least, no such 

case has come to our attention in which we have felt that we would be 

justified in sustaining the protest, even though we have conducted an 
independent investigation in those cases where substantial doubt 
appeared to be indicated. 

So far as awards by the military departments are concerned, this 
could be due in large part to the fact that the armed services procure- 
ment regulation (sec. 1-307) provides that a specific procedure be 
followed and that certain requirements be satisfied in determining the 
responsibility of prospective contractors. 

Investigations conducted by our office at various military installa- 
tions have disclosed numerous instances of overprocurement due 
mainly to ineffective controls of stock on hand. 

The practice can be exemplified by reference to the purchase of two 
large orders of pallets by a Navy installation at Norfolk, Va., while 
an excess of over 125,000 pallets were on hand, most of which had 
never been used and over 100,000 of which were deteriorating in out- 
side storage. 

Senator GoLpwaATER. What do you call pallets? Is that what 
artists use or something else? 

Mr. Wetcu. That is somewhat like a crate for packing equipment 
or carting it in. 

Mr. Ramsey. Mr. Chairman, it is the stand on which articles are 
laid and bundled for shipping. The lift trucks get under those and 
lift them up and load them. It is made of wood and used in shipping, 
particularly ocean shipping, I think. 

Senator GoLpwaTER. How much do they cost apiece? 

Mr. Ramsey. I believe they cost $2 or $3 apiece. 

Mr. Forsyrue. What is vour solution to this problem, Mr. Welch? 
We have heard this before on this overstocking. Is that because 
there is no accurate inventory kept? Where is the weakness in the 
system that exists? 

Mr. We cu. Probably that is the chief weakness, the lack of 
adequate inventory. 

Senator GotpwaTer. Do you find proper inventory control in any 
branch of the Government? 

Mr. Wetcu. I would hesitate to say. 

Senator GOLDWATER. It seems to be increasingly evident no branch 
of government, no matter how large or small it is, even makes an 
approach to inventory control. I recall seeing just last week or 10 
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davs ago, vour report on the recording facilities, the joint recording 
television facilities for House and Senate, in which vou indicate there 
is no inventory control. 

What can we do to get these people who spend millions and billions 
of dollars to exercise just normal intelligent control of their inventory? 
Is it going to take legislative action or what? 

Mr. Ketter. Mr. Chairman, could I answer that question? 

Senator GOLDWATER. Yes. 

Mr. Kevier. I believe a great deal has been done in that direction. 
Particularly in the last 5 or 6 vears. | could not name the specific de- 
partments but many have good inventory controls. The Defense 
Department is a very large and complex setup. As I understand it, 
they are working pretty hard to get their inventories under control, 
but I believe they still have a long ways to go. We are working with 
them on it but I don’t think it is something that can be ac -omplished 
overnight. 

Senator GoLpwatER. Why can’t it be? 

Mr. Ketier. It is the sheer size of the operation. 

Senator GoLpwaTrerR. What is so different and overwhelming about 
putting inventory control in? Sears Roebuck is a pretty big outfit 
and they use it. General Motors uses it. ‘To me it is sheer stupidity. 
I can’t understand the Government allowing it to go on. 

Does your office constantly bring this to ‘the attention of the com- 
mittees and the offending de ‘partments? 

Mr. Kevuer. Yes, sir; from time to time, and we are constantly 
working with the departments trying to achieve better inventory 
controls. 

Senator Gotpwarer. I say there is evidently no inventory con- 
trol in any of the departments. I can tell you that a Senator’s office 
has a difficult time finding in any of the departments what a depart- 
ment has, whether it is books, airplanes, boats, pencils or what have 
vou. I think it would be a pretty difficult job. 

But I don’t agree with you that it is something that will take a lot 
of time. I think it is something that should have been done a long 
time ago. 

Mr. Kewuer. I agree with that. I do think something is being 
done about it at this time. 

Senator GoLtpwater. How long have you been urging this action? 

Mr. Ke.tter. With emphasis the last 3 or 4 years. 

Senator GoLpwaTEeR. How many years before that was some other 
group emphasizing it? Do you know? 

Mr. Ketiter. There has always been to some degree, as I under- 
stand it, personal property inventory controls in the departments, but 
I think there is serious question about how effective some of the 
controls were. I believe in the last 3 or 4 years particularly, emphasis 
has been put on inventory controls by Defense and also by the Bureau 
of the Budget. 

Senator GoLpwaTerR. Has your Department every made a detailed 
analysis of the lack of inventory control in the Government? 

Mr. Keiter. Not from an overall standpoint. 

Senator GotpwatsEr. I know you do it report by report because | 
have seen several where you mentioned it. 

Have you ever made overall suggestions as to the type and nature 
of the overall inventory control that might be used? 
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Mr. Keuuer. | beheve we have, Mr. Chairman, but Iam not closely 
nough familiar with it to answer your question specifically 
Senator GOLDWATER a hope you keep at it 

Mr. KELLER. Yes, si 

Senator GOLDWATER. "y think it is rank stupidity to trv to 
Government agencies without knowing what we have in those agenci 
We are spending billions of dollars. We have billions of dollars that 
we don’t even know where the dollars are, what they are obligated to or 
if they are obligated. All this comes under a type of inventory con 
trol 

Mr. Ketvter. We have our Accounting System Division which has 
been working on this problem along with other problems 

Senator GotpwateEr. I think the Hoover Commission re ports have 
pointed out time and again the need for control. It may not seem 
mportant to the average person but I spent my life in business. My 
bank would have me out of business if | did not have inventory con- 
trol. 

I can’t see any excuse for any of the armed services or any of the 
branches of the Government for not having it. I hope you will persist 
n your efforts to get this. 

Mr. Ketier. We certainly agree with you. 

Senator GotpwaTerR. Could you supply the record with any letters 

where you have insisted or recommended inventory controls? 

Mr. Ketter. We will be very glad to, sir. 

Senator GoLpWaTER. We would like to have that as a part of the 
record. When vou discussed this with the various dep: irtments have 
vou kept a record of any arguments they give you against it?) Or put 
it another way, what resistance have you found in the departments to 
inventory control? 

Mr. Kevuer. I recall of no specific resistance. I think everybody 
agrees that we should have it. It is a question of getting from that 
stage to the stage where you have it. 

Senator GotpwaTerR. Would it be impossible for GAO to supply 
this committee with a list of departme nts showing if they have inven- 
tory control and if they have, what — 

Mr. Ketuer. I will attempt to do that, Mr. Chairman. 

Senator GotpwaTeEr. I think it aaa be very valuable. I think 
this is something that this committee as well as the whole Congress 
should keep insisting on. 

Following is requested data concerning inventory controls subse- 
quently supplied by the Comptroller General. 


EXHIBIT 18 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washinaton 25, May 18, 1955 
GEORGE A. SMATHERS, 
Chairman. Military Procurement Subcommittee. 
Senate Small Business Committee. 
Un ited States Senate. 


Dear Mr. CuHarrRMAN: During the hearings before your subcommittee on 
May 4, 1955, several questions were asked of represe ntatives of the General 
\ccounting Office concerning inventory controls of the departments and agencies 
of the Federal Government. 

Attached is a schedule showing inventories which were reported as being under 
accounting control as df June 30, 1954, or December 31, 1954, as therein indicated 
enclosure A). 
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Other than the Department of Defense which is treated separately, a review 
of the agencies and corporations listed in the schedule and the figures reporte: 
leads to the general conclusion that inventories of importance from a financia 
viewpoint are currently reflected in the accounts of the agencies. Extension of 
inventory accounting in certain areas will produce some additional coverage but 
will not add materially to the financial figures. 

In the explanation of the status of inventories under accounting control in the 
Department of Defense, we are attaching the submission received from Mr 
W. J. MeNeil, Assistant Secretary of Defense (enclosure B). 

Over the past 4 vears the General Accounting Office, working jointly with the 
General Services Administration and the particular agency involved, has conducted 
specific property accounting surveys in a number of agencies and recommenda- 
tions were made in each case where accounting practices were not adequate. A 
list of the agencies covered is enclosed (enclosure C). Copies of the reports wil 
be made available, if you desire. 

Also, there is enclosed copy of our Statement of Accounting Principles and 
Standards for the Guidance of Executive Agencies of the Federa! Government 
dated November 26, 1952.23 Your particular attention is invited to part VIII 
dealing with property accounting. 

Sincerely yours, 
JoseErH CAMPBELL, 
Comptroller General of the United States. 


Enclosure A 


Inventories under accounting control as of J une 30, 1954 





[Nearest thousand] 


Departments: 
Agriculture 
Commerce: 


‘ be $337, 000 


Office of Secretary . : $200, 000 
National Bureau of Standards______ 700, 000 
Maritime Administration _____- ¥ 45, 200, 000 
Pirin 6. re) oes aly 115, 000 


U.S. Weather Bureau________- 401, 000 


46, 616, 000 
Health, Education and Welfare: 


Office of Secretary __......__-- ek 100, 000 
St. Elizabeth’s Hospital - avileas bbe thot 465, 000 
Public Health Service_________- . 200, 000 
. —— 1, 765, GOO 
Interior: 
Reclamation Service 23, 200, 000 
Bonne ille Power tung 7, 300, 000 
Southwestern Power________- 500, 000 
Land Management_ _ - as 600, 000 
Indian Affairs : : te 2, 500, 000 
Mines ; a ? Pie 1, 300, 000 
Alaska Railroad ; ass 7, 000, 000 
Alaska Road Commission ae ke: 2, 000, 000 
Office of Secretary fae ses 100, 000 
ee 44, 500, 000 
Justice: Bureau of Prisons... <2. 2..........- a a ei 2, 119, 000 
he a le ee a ae a 83, 000 
State: International Boundary and Water ‘Commission __- - 200, 000 
Treasury: 
Engraving and ene, aD 6, 100, 000 
Mint____ ES RN geet ete te 700, 000 


Coast Guard___..........---.---. 49, 900, 000 
-— ae 56, 700, 000 


23 Retained in committee files, 
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WW Inve niortes under acco inting ontroal 18 of J ne OO. I9 i 


Nearest thousand 











at ependent agencies 

OF Atomic Energy $88, 500, 000 
Federal Civil Defense 88. 800. 000 
Veterans’ Administration 39. 700, 000 
General Services Administration $, 710, 700, 000 
c Civil Service Commission 600. 000 
Federal Trade 2 O00 
Tax Court of United States t, OOO 
: Interstate Commerce Commission 31, 000 
. | Security and Exchange Commission 10, 000 
A ' Smithsonian Institution _ 15, 000 
u Federal Communications Commission 16, 000 
Federal Power Commission _ - 21, 000 
Selective Service System 318, 000 
it Railroad Retirement Board_- 16. OOO 
II Bureau of the Budget 3. 000 
Expansion of Defense Production 378. 500. 000 

$5. 307. 266. 000 

Total executive agencies (excluding De- 
partment of Defense and corpora- 
tions) __ ; 5. 459. 586. 000 
vernment corporations: 

Tennessee Valley Authority 28, 700, 000 
Export-Import Bank 2 000 
Federal Deposit Insurance Corporation __ 100. 000 
o | Commodity Credit Corporation ‘ 3, 727, 800, 000 
Virgin Islands Corporation 2 000. 000 
i Federal Prison Industries 6. 200. 000 
Liquidation of RFC 92, 400, 000 
Panama Canal Company 13, 500, 000 

3. 870. 702. OOO 

epartment of Defense: 

on | Corps of Engineers , . 27, 500, 000 
| Army tare 117, 731, 000, 000 


», 06V, OOO, OOO 


Navy- ete - 46 
13, 804, 000, OOO 


Air Force_- rn 7 
| $7, 622, 500, 000 
() Legislative: 
Government Printing Office __-- 20. 900. 000 
j General Accounting Office ‘ 76. 000 
20, 976, 000 


Grand total es ; 56, 973, 764, 000 


Figures submitted by Department of Defense as of Dec. 31, 1954. 
Enclosure B 


ASSISTANT SECRETARY OF DEFENSE, 


() Washington, D. C., May 10, 1956. 

0 Che honorable the CoMPTROLLER GENERAL OF THE UNITED STATES. 

0 Dear Mr. CoMprroL_eR GENERAL: In accordance with verbal request of Mr. 
y hn Flynn of your General Accounting Liaison Staff there is transmitted a sum- 


ay of Department of Defense inventories of materiel held in stores under stock 

nds and financed by appropriations. 

It is my un¢erstanding that this information is being requested by your Office 

r the use of Senator Goldwater, member of the Senate Select Committee on 
) ~mall Business. 

You will appreciate that the dollar values shown reflect the worldwide supply 

ventories for equipping, training, and supporting our armed forces and include 

obilization and other reserves and materiel in every condition of serviceability. 
\ short narrative is included to explain briefly the coverage of inventories in the 
tock funds and those financed from appropriations. 

Sincerely, 
W. J. McNett. 
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Reported inventories in the supply system and related accounts in the Department of 


Defense 


[Expressed in millions of dollars] 


Army as of | Navy as of 6 Marine . Air — 
Dee. 31, June 30, Faas neo =< 
1954 1954 June 30, Dec. 31, 
1954 1954 
In depots, posts, camps, stations ! 11, 546 
In appropriations purchases accounts, 
ships construction, and conversion ac- 
counts 2 12, 685 
In stores account 2 . 244 
In depots and bases 3_- 13, 224 
In stock funds ¢ 6, 185 1, 792 339 580 
Total_. 17, 731 14,477 1, 583 13, 804 


!U. 8S. Army financial property accounting Dec. 31, 1954 


, Department of the Army. 
? Financial report, fiscal year 1954, Navy Department. 


Total 


’ The Air Force Inventory—A Monetary Report for Supply Management, March 1955, Headqurart 


U.S. Air Force. 
4 Stock fund reports of the military services. 


ARMY INVENTORY 
Financial property accounting 


The Army started development of financial property accounting systems i! 


1950 and gave full emphasis to the program in 1953. The 


\rmy reports now 
include worldwide bulk inventories covering all continental United States de ‘pots 


(57) and market centers (10) and an estimated 84 percent of bulk in\ entorie 


continental United States posts, 
installations. The amount shown excludes st 


other major installations in this country July 1, 1955. 
Army stock funds 


The Army has stock fund divisions for each technical ser 


as of December 31, 1954. 
transportation, chenical, ordnance, signal, and certain 
materiel. Other catevories of engineer materiel, 
inclusion July 1, 19 5. 
depot, market center and procurement operations, 
extended to the station level. The Army plans 
selected stations in the United States and technic 
fiscal year 1956. 

NAVY INVENTORY 
Financial property accounting 


The Navy has had financial property accounting for all material in the supply 
system on a worldwide basis for many vears with the exception of certain 


shore base activities. 
and complete of any of the three services as of this time. 
Navy stock fund 


The Navy has an integrated stock fund worldwide in scope started 
(except for aboard ships and at small bases) for approximately 250,000 supply 
items with inventories of about $).8 billion for all the following categories in the 


Navy supply system: General stores, vehicular repair 
fittings and fixtures, clothing, ships and commissary 
provisions, fuel and lubricants, common electronics, 


parts, ships’ 


financing to other categories of material, mainly parts. 


MARINE CORPS INVENTORY 


Financial property accounting 


The Marine Corps has financial property accounting for all supply system 


These monetary controls 
bases and the Marine Corps 


materiel which are not included in the stock fund. 
extend to the supply centers and their annexes, 


camps, and stations and oversea depots 


and in some cases has 
to extend the stock fund 
‘al service depots overseas I 


ad 
tocks held for claimants other tha: 
the Army. It is planned to extend this system to Army depots overseas a 


a) 
all 


ice (7) and has ove! 
760,000 consumable supply items with approximately $6.2 billion of in\ entories 


This includes most consumable quartermaster, medical, 
eategories of enginee: 
mostly parts, are scheduled for 
The stock funds inelude all continental United States 


beet 


small 
The Navy’s property accounting system is the most refined 


- 
1893 


electrical 
stores, medical-denta}, 
blood plasma and othe 


smaller categories of materiel. The Navy currently plans to extend stock fund 











ete picina Mie ve Si 
a pS i ate i io ars Testament nai Wa a a i es Ae. 
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ide 


ool. These are the principal storage activities of the Marine Corps and ine! 
rtually all supplies except those included in the stock fund as described below 
ems included under financial property accounting are principally ammunition, 
ectronic items and other major or principal equipment iten The Mari: 

rps started installation of financial property accounti! 


wk fund 

The Marine Corps has approximately 90,000 consumable-ty pe items in the stock 
nd, with an inventory of approximately $340 millio: The Marine Corps plans 
extend their stock fund coverage to selected items during fiscal vear 1956 


AIR FORCE INVENTORY 

\lonetary accounting 

The Air Force has installed monetary accounting in all depots (15) in the United 
States, all bases (posts, camps, and stations) worldwide and is installing it in Air 
Force depots in the European Command. Monetary accounting is also being 
extended to other overseas depots (Far Eastern Command, Alaska, French 
\Moroeco, and England). The Air Force started monetary accounting for property 

1953. 
Stock fund 


The Air Force has three stock fund divisions with worldwide coverage for all 

edical-dental, individual clothing, and aviation fuels. Currently the Air Force 
plans to install a subsistence division for bases as of Julv 1, 1955, and is considering 
broadening the utilization of the stock fund method. 


Enelosure C 


Prope rty management and accountin 
(gency: Report 
Federal Trade Commission Jan 1951 
Civil Service Commission Jan , 1952 
Tax Court of the United States Apr. 2, 1952 
Veterans’ Administration Apr. 24, 195? 
Export-Import Bank May 20, 1952 
National Zoological Park May 29, 1952 
Interstate Commerce Commission : June 19, 1952 
Securities and Exchange Commission e June 20, 1952 
Smithsonian Institution July , 1952 
Federal Communications Commission _ Julv 22, 1952 
Federal Power Commission Aug. 12, 1952 
Federal Mediation and Conciliation Service __ \ug. , 195% 
Selective Service System____- (ug. 28, 195: 


U.S. Tariff Commission Nov. 28, 1952 
Railroad Retirement Board Jan. 30, 1953 
St. Elizabeths Hospital__ Apr. 9, 1953 
Department of Labor_ __ Mar. 27, 1953 
Department of Justice May , 1953 
Bureau of Public Roads Aug. 21, 1953 
Bureau of the Budget Sept. 23, 1953 
U.S. Weather Bureau, central office Mar. 11, 1954 
U.S. Weather Bureau, field__. - Dee. 15, 1954 
Civil Aeronautics Administration - Apr. 7, 1955 
Maritime Administration __- 

Department of Health, Education and Welfare Apr. 28, 1954 
Department of the Army—Bureau of Ordnance Nov. 23, 1954 


) 
) 


Not completed. 


NotTE.—Specific recommendations were made in each of the above reports of surveys where accountir 


Z 
, 
ractices were not adequate. 


Mr. Ketter. | think you will find that the departments have done 
a good deal along that line, particularly the Department of Defense 
and also the General Services Administration. We have all been 
striving toward that. I think there is a feeling that it has not moved 
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as fast as it should have. I don’t think anybody can argue agains! 
the necessity for inventory control. 

There could be arguments at what levels you stop at that. Do you 
go down to every desk and pencil? 

Senator GoLtpwarter. I think it would be so complete that you 
include every source of supply. Any supply room that the Govern- 
ment has invested money in, certainly there should be a record of it. 
For instance I w:s out at SAC Air Base in Omaha not so long ago. 
There was a large hangar filled with machine tools. There must be 
600,000 square feet covered with expensive machinery. Who keeps 
a record of it? If Il want to find out in a hurry where can I find out 
how much money is invested in what kind of tools? 

Mr. Keuuer. | think probably in that case the Department of 
Defense could probably give it to you. Or the Department of the 
Air Force. 

Senator GoLtpwater. I have a hunch that it would take me over 
a month to get those figures. 

Mr. Forsyrue. I think I am accurate in saying that this com- 
mittee has been interested in an inventory on machine tools for 5 years 
and we still have not been able to get an accurate inventory of what 
machine tools we have. 

When the Korean crisis broke out, that was one of our problems. 
We didn’t know what tools we had. I think everybody agreed there 
was a need at that time for a central inventory so if we get into an 
emergency crisis again, we would know tmmediately what tools and 
equipment we have and where it is. 

Mr. Ketter. I am sorry. Like on the SAC question (Strategic 
Air Command) I can’t answer this morning whether they have or not. 

Senator GoLpWATER. You may proceed. 

Mr. Weicu. Other investigations have disclosed instances where 
specifications for the purchase of materials have not been sufficient) 
clear or comprehensive to secure material meeting the needs of the 
Government. Inadequate specifications in this category have made 
it very difficult to perform a proper source inspection of the purchased 
materials. 

Numerous cases of faulty source inspection of Navy material have 
also been disclosed. These cases, of which our well-known wiping 
cloth case is an excellent example, have resulted from poor specifica- 
tions, inefficient or insufficient personnel, bribery, or other con- 
siderations. 

Senator GoLpwatrER. You mentioned bribery. Where those cases 
have come up has any prosecution ever occurred? 

Mr. Wetcu. In the wiping cloth case, prosecutions were made 
and convictions were obtained. I think of how many individuals? 

Mr. Ramsey. Five different individuals have been convicted in 
the wiping cloth case. They are officers of the contracting firm 
involved in this case. 

Mr. Wexcu. In the wiping cloth case, investigation disclosed posi- 
tive indications of fraud in that by the process of | ‘switching”’ bales 
during and after inspection, wiping cloths in great quantity definitely 
not meeting specifications were shipped to the Navy and paid for. 

This was with the knowledge of and under instructions of respon- 
sible officers of the respective companies. 


24 See Comptroller General’s letter of May 13, 1955, exhibit 18, p. 211. 
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In one instance government personnel received gifts, loans of money 

avment of hotel rooms, and other gratuities. A report covering one 
uajor contractor was furnished the Department of the Navy, the 
Attorney General, and the Subcommittee on Military Operations of 

‘ House Committee on Government Operations, which held exten- 
sive hearings. 

As I just stated, 5 officers of the contractor's company were indicted 
nd recently convicted. 

Additional information relating to source and destination inspec- 
tions and the findings of subspecification wiping cloths furnished by 

‘ther suppliers to the Department of the ae has been furnished the 
ommittee and the Department of the Navy. At a House Subcom 
nittee hearing held subsequent to the investigations, representatives 
f the Department of the Navy stated that revised procurement 
rocedures in the light of the investigations made by the committee 

nd the General Accounting Office have resulted in a 30-percent say 
ng in costs to the Navy Department which, based on their norm 
equirements, will amount to approximately $1 million a year 

A further specification deficiency whic h we believe is worthy of 
mentioning again this year is the failure to provide in bid advertise- 
ments the actual needs of the Government concerning delivery ot 
ompletion requirements. <A recent case in which a protest was filed 
with us against the award of a contract for the alteration of a room at 

Army Medical Center shows that this problem still exists 

There the invitation for bids did not state that time of completion 
of the work would be an important factor or that it would be consid- 
ered in making award. 

Bidders were merely instructed to set their own completion time 
inless &@ Maximum time was specified in the special conditions of the 
invitation. They were also advised that bids might be evaluated on 
the basis of liquidated damages specified in the special conditions. 

No special conditions were included in the invitation, however. 

As a result, the bidders could only conclude that the time of com- 
pletion would not be a factor in evaluating bids. The low bidder 
offered to complete the work within 100 days. 

The Government accepted the next higher bid because that bidder 
offered to complete the work within 45 days. The work was not com- 
pleted within 45 days, however, or even within 100 days. 

The actual time of completion was about 193 days. 

Although the Government did not receive the earlier completion 

r which it had agreed to pay a premium, since the contract did not 

cui a provision for assessing liquidated damages for the late com- 
ut no such damages could “be recovered. 

Furthermore, because of the holding in the case of Kolker v. United 
States, 40 F. Supp. 972, we had to conclude that there was no legal 
basis for recovering the additional amount paid over the low bid. 

la the Kolker case the court held that, in the absence of a specific 
provision for such action, the difference between the contractor’s bid 
and lower bid could not be adopted as the measure of the Government’s 
damages for delay in delivery. 

Senator GotpwaTerR. May I interrupt just a minute? Are com- 
pletion bonds ever required in Government contracts? 

Mr. Wetcu. They are required in all construction contracts over 
$2,000; that is, performance bonds are. 
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Senator GoLpwater. Are performance or completion bonds ever 
required in the purchases of materiel that are made? 

Mr. Wetcu. I think some departments do require them in some 
instances but it is discretionary with the Department. I don’t believe 
they are required by any: statute. 

Senator GotpwaterR. What would you think of that being adopted 
as a general practice? 

Mr. Wetcn. I am not sure that our office would feel that is a 
desirable practice because the cost of the bonds would necessarily be 
included in the contract price and it might tend to increase the cost of 
supplies to the Government. 

Senator GoLtpwaTER. That would be a very small amount. 

Mr. Wetcu. That would be a very small amount in some instances. 
It possibly could amount to considerable sums, considering the overall 
procurement of the Government. 

Senator GoLpwateErR. That is right. 

Mr. Weucn. Of course, we feel that the contract should be made in 
such a way that the Government has adequate remedies without a 
completion bond. The difficulty in this case I just referred to was that 
such remedies were not provided in the contract; therefore we were 
powerless to effect a remedy. 

Senator GoLpwaTEeR. What would those remedies be? 

Mr. Weucu. As far as late deliveries were concerned, the assessment 
of liquidated damages. Or if they were going to do as in this case, 
award to a higher bidder because of earlier delivery time promised, 
they should make specific provision in the contract for paying the 
higher bidder only at the low-bid price in the event he is late. 

Senator GoLtpwaTER. Have you ever made suggestions that would 
correct this deficiency in Government bidding? 

Mr. We cu. In connection with that particular problem? 

Senator GOLDWATER. Yes. 

Mr. Wetcu. Yes, sir. We did in this case that I just referred to. 
I think it was to the Secretary of the Army—we advised him that in 
cases like this in the future appropriate provision should be made for 
protecting the Government’s interest. 

Senator GotpwaTer. Could we have a copy of that instruction or 
letter in the record? 

Mr. Wetcu. Yes, sir. 

Senator Gotpwarter. If you don’t have it you can send it over to 
be included in the record. 

Mr. Wetcu. All right, sir. 

(The information referred to was subsequently received with May 
12, 1955, letter to Senator Sparkman from the Comptroller Genera! 
of the United States (exhibit 17, p. 199) and follows:) 


EXHIBIT 19 
COMPTROLLER GENERAL OF THE UNITED STATES, 


Washington, March 17, 1955. 
B-120741 


The honorable the SECRETARY OF THE ARMY. 


Dear Mr. Secretary: Reference is made to your letters of August 20, 1954, 
aud March 1, 1955, replying to our inquiries concerning the protest of Samuel N. 
Zarpas, Inc., against the rejection of its bid for construction of a cubicle in room 


28A, Building 500, Physiology Research Laboratory, Forest Glen Section, Walter 
Reed Army Medical Center. 
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The invitation for bids (No. MD—49-024-—54-36) was issued October 21, 1953, 
and provided for opening of bids on November 10, 1953. The invitation did not 
state that time of completion of the work would be an important factor or that 
t would be considered in making award. Bidders were instructed by paragraph 9 
of the invitation to set their own completion time unless a maximum time was 
fixed by the special conditions of the invitation. They were also advised by 
paragraph 9 of the possibilitv that bids might be evaluated on the basis of liqui- 
lated damages specified in the special conditions. Since no special conditions 
were included in the invitation and, as stated in your letter of March 1, 1955, 
apparently were not intended to be included, the only reasonable conclusion 
jidders could draw from the absence of a required completion time and the 
failure to provide for liquidated delay damages was that time of completion 
would not be a factor in evaluating bids. Bidders cannot compete on an equal 
basis as required by law unless they know in advance the basis on which their 
bids will be evaluated. Therefore, if the needs of the Government in this instance 
required completion within a particular period of time, the invitation should 
have so stated. 

The reported facts do not demonstrate that a completion time of 100 days as 
estimated by the low bidder was patently unreasonable Actual completion time 
for the work was about 193 davs and, although it is reported that the 148 davs 
lelay was the fault of the Government, the only delay s} 

1 of 6 weeks in finding a substitute for a certain light 

In view of the fact that the matter did not con 
protest of the Zarpas firm or otherwise until af 
nd paid for, no remedial action appe ars to be 

future cases of this nature, time of « ‘TV 
reasonable) should not be considered ag e\ al ls 

is clearly advises bidders that time will be ec 
sets forth the basis for evaluation of the bids 

Pursuant to your request, the enclosures trar 
20, 1954, are returned. 

Sincerely yours, 


Comptr 
l 


Mr. Wetcu. Although it is not generally realized, there is a defi- 
ciency in the law relating to the making of Government contracts 
which presents a recurring problem to our office. 

As you know, section 4 (b) of the Armed Services Procurement 
Act prohibits the use of the cost-plus-a-percentage-of-cost system of 
contracting and section 304 (b) of the Federal Property and Admin- 
istrative Services Act contains a similar prohibition. The latter pro- 
visions, however, applies omly to purchases and contracts made by 
the General Services Administration or by other civilian agencies, 
pursuant to authority delegated by the Administrator of General 
Services. There exists no general provision of law prohibiting con- 
tracting on a cost-plus-a-percentage-of-cost basis when advertising 
is not required. 

Consequently, when we are confronted with a contract entered 
into on such a basis by an agency not subject to the Armed Services 
Procurement Act, the Federal Property Act, or some other special 
statute which prohibits the system, the only action we can take is 
to suggest to the agency concerned, that it should refrain from using 
the system since the Congress has declared a policy against it in 
statutory provisions which apply to broad fields of Government 
procurement. 

The intent of the Congress in opposing the cost-plus-a-percentage- 
of-cost system is clearly discernible in the legislative history of the 
acts involved. 

Conditions which it sought to prevent are those which provide an 
incentive and an opportunity for a contractor or subcontractor who 
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knows he will be reimbursed his cost of performance to increase his 
profit by increasing his costs of performance at the expense of the 
Government. 

The Armed Services Procurement Regulation issued by the Depart- 
ment of Defense for guidance of all the military services provides in 
paragraph 3-401 that the cost-plus-a-percentage-of-cost system of 
contracting shall not be used or allowed to be used for any subcontract 
under a Department contract. 

Under the procurement instructions implementing this policy, the 
prohibition has been construed by contracting personnel as applying 
only in connection with subcontracts under cost-type prime contracts. 

Recently our office observed instances in which cost-plus-a-percent- 

age-of-cost subcontracts had been made under military fixed-price 
prime contracts containing provisions for price redetermination. 

Under this form of price, this form of prime contract, the price 
ultimately negotiated is dependent largely upon the costs of per- 
formance. <A cost-plus-a- percentage-of- cost subcontractor in this 
situation is in & position to increase his profit by increasing his costs, 
which in turn become a part of the prime contractor’s cost and 
therefore become a dominant factor in the ultimate negotiated price 
to the Government. 

In a letter dated October 8, 1954, B—119292, the matter was brought 
to the attention of the Secretary of pyr ‘nse and by letter of February 
10, 1955, he advised the Comptroller General that paragraph 3-401 
of the Armed Services Procurement Regulation would be revised to 
prohibit cost-plus-a-percentage-of-cost subcontracts under fixed- 
price contracts containing price revision clauses. 

Senator GoLtpwaterR. Have you been able to ascertain since the 
receipt of the Secretary’s letter whether or not anything is being 
accomplished in that field. Has it been stopped? 

Mr. Wetcu. I am sure that the Department did issue a revised 
regulation to preclude the system from thereafter being used. I don’t 
know that we have been notified of that or that we have the revised 
copy yet, that was in February 1955. 

Senator Gotpwater. For the record, would you submit a copy of 
the letter of October 8, 1955, and a copy of the reply received Feb- 
ruary 10 or written February 10 and a copy of the revised regulations? 

Mr. We cu. Yes, sir; we will do that. 

(The information referred to was subsequently received with May 
12, 1955, letter to Senator Sparkman from the Seer tt General 
of the United States (exhibit 17, p. 199) and follows:) 





ExHIBIT 20 


COMPTROLLER GENERAL OF THE UNITED STATEs, 
Washington , October 8, 1954. 
| The honorable the SecrETARY OF DEFENSE. 

Dear Mr. Secretary: Section 4 (b) of the Armed Services Procurement Act 
of 1947 prohibits the use of the zost-plus-a-percentage-of-cost system of contract- 
ing. The intent of the Congress in opposing this svstem is clearly discernible in 
the legislative history of this and other acts regulating Government procurement 
Conditions which it sought to prevent are those which provide an incentive and 
an opportunity for a contractor or subcontractor to increase his profit by inereas- 
ing his costs at the expense of the Government. 
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paragraph 3-401 of the armed services procur 
Department of Defense with respect to tl 
otiated contracts is stated as follows: 


* * * 


except that under no circumstances shall 
f-cost system of contracting be used, or allowed to | 
inder a Department contract.”’ 


Under the procurement instructions implementing this policy, the prohibi i 
been construed by contracting personnel as applying only in connection with 
cost-type prime contracts. 

This office has observed instances in which cost-plus-a-percentage-of-cost sub- 
contracts have been made under military fixed-price prime contracts containing 
provisions for price redetermination. Under this form of prime contract, the 
price ultimately negotiated is dependent largely upon the costs of performance. 
\ cost-plus-a-percentage-of-cost subcontractor in this situation is in a position 
to increase his profit by increasing his costs, which in turn become a part of the 
prime contractor’s cost and therefore become a dominant factor in the ultimate 
negotiated price to the Government. It seems clear that the statutory prohibi- 
tion against the cost-plus-a-percentage-of-cost system of contracting mu be 
considered applicable to such subcontracts. 

I understand that certain revisions of the armed services procurement regula- 
tions are now under consideration by your Department. In connection there- 
with, I suggest that, in order to strengthen the procedures for compliance with the 
intent of section 4 (b) of the Armed Services Procurement Act of 1947, the policy 
stated in paragraph 3-401 of the armed services procurement regulation be 
supplemented by a specific requirement that all negotiated contracts, except 
those with initial firm fixed prices not subject to revision, shall contain a clause 
prohibiting the prime contractor from making cost-plus-a-percentage-of cost 
subcontracts thereunder. 

I would appreciate your advice as to the action taken on this matter. 

Sincerely yours, 
FRANK H. WEITZEL, 
Acting Comptroller General of the United States. 


ExuHisBir 20 (A) 


OFFICE OF THE ASSISTANT SECRETARY OF DEFENSE, 
Washington 25, D. C., February 10, 1956. 
The honorable the CompTROLLER GENERAL OF THE UNITED STATES. 


Dear Mr. CoMPTROLLER GENERAL: Further reference is made to your letter of 
October 8, 1954, to the Secretary of Defense in which you stated your views with 
respect to a prohibition against cost-plus-a-percentage-of-cost subcontracts under 
ali prime cost-reimbursement type contracts, letter contracts, fixed-price type 
contracts providing for the redetermination of price and fixed-price incentive 
type contracts and suggested the incorporation of certain principles in the armed 
services procurement regulation. 

This Department has given consideration to your views in the development of 
certain revisions to the regulation and, without deciding whether there is any legal 
requirement for changing the present provisions of the regulation, we now pro- 
pose to include in an early revision to paragraph 3-401 of the regulation the 
following language: 

‘“* * * The cost-plus-a-percentage-of-cost system of contracting shall not be 
used. In furtherance of this policy all prime cost-reimbursement type contracts, 
letter contracts, fixed-price type contracts providing for the redetermination of 
price and fixed-price incentive type contracts shall by an appropriate clause pro- 
hibit cost-plus-a-percentage-of-cost subcontracts.” 

As you know, our present contract clauses for cost-reimbursement type supply 
contracts now contain such a prohibition (see ASPR 7—203.8 (c)). As we further 
develop the clauses covering the other types of contracts mentioned, we will in- 
clude provisions of similar import. 

Sincerely yours, 
R. C. LAnpuieEr, Jr., 
Deputy Assistant Secretary of Defense (Supply and Logistics). 
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Exursit 20 (b) 


Excerpt From Armep Services ProcurEMENT REGULATION (1955 EpITIon 
Revisep), Aprit 4, 1955, No. 4 


8-401 Types of Contracts.—Pursuant to the authority of Section 4 of the Act, 
contracts negotiated under this Section III may be of any of the types or com- 
bination of types described herein, which will promote the best interests of the 
Government subject to the restrictions described below. The cost-plus-a-per- 
centage-of-cost system of contracting shall not be used. In furtherance of this 
policy all prime cost-reimbursement-type contracts, letter contracts, fixed-price 
type contracts providing for the redetermination of price and fixed-price incentive 
type contracts shall by an appropriate clause prohibit cost-plus-a-percentage-of- 
cost subcontracts. 

Senator GoLpwATER. You wrote a letter on October 8 and got an 
answer on February 10? 

Mr. Wetcu. That is right. 

Senator GotpwaTeErR. That is from your office to the Pentagon and 
back? 

Mr. Wetcu. Yes, sir. 

Senator GoLtpwaTerR. We used to do better than that by pony 
express. 

Mr. Wetcu. The Secretary did agree with us that the regulation 
should be changed and I am sure it is being changed if it has not been 
already changed. 

Senator GotpwaterR. You probably would not be able to give us 
anything on that until another 5 or 6 months. 

Mr. Wetcu. If the revision has come out, we will be able to furnish 
it immediately. If it has not we will certainly look into it. 

Senator GotpwaTeR. You have not seen any revision of that? 

Mr. We cu. No, sir; I personally have not. But I am not certain 
that it has not actually been promulgated. 

Senator Gotpwater. All you have is the Secretary’s letter that he 
was going to change it. 

Mr. Wetcu. I think that is correct. 

Senator GoLpwaTerR. You don’t know whether the regulation has 
been changed? 

Mr. Wetcu. I personally do not. 

Senator GotpwaTeErR. Well, get that from the military. 

Mr. We tcu. Our audit people you see would follow through and 
make certain that the change was made as promised and they might 
know. They probably do. 

Senator GOLDWATER. Does 4 months seem a rather long time to get 
an answer to a letter like that? 

Mr. We cu. Well, offhand it would seem that it might be. How- 
ever, I am sure the letter had to receive pretty high level consideration, 

Senator Gotpwarer. And after 3 months more we don’t know if the 
regulation has been changed? 

Mr. Ketter. I would like to clarify that. It may very well have 
been changed. We are not in a position where we have it before us. 
We will submit it for the committee.” We will follow through to 
make sure that just the regulation was not changed and then it stopped 
thereafter, but that the regulation is followed up. 

Senator Gotpwater. All right. 

Mr. We cu. Another case considered by our office during the past 
year which might be of interest to the committee involved the award 


aienimiemee 
25 See exhibit 20 (b) above for excerpt from Armed Services Procurement Regulation. 
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of a contract to a firm on the basis that it qualified as small business 
within the meaning of that term as defined in section 203 of the Small 
Business Act of 1953, 67 Stat. 233, and regulations issued under that 
Act. 

A valid joint determination was made by the Small Business 
Administration and the contracting office that the procurement in 
question was only open to small-business bidders 

The low bidder was awarded the contract. Protests were filed by 
other bidders on the grounds that the firm did not qualify as small 
business. An investigation of the matter confirmed their conten- 
tions. Since the contract had been awarded, the contracting office 
requested the Comptroller General to advise it as to the action to 
be taken. We took the position that the purposes of the act would 
be defeated if the error could not be corrected and we advised the 
contracting office to cancel the contract. 

Senator GoLtpwater. Did they cancel the contract? 

Mr. Wetcu. I am certain they did, although there again I don’t 
have that information. 

Senator GotpwaterR. Could you find out just for the record? 

(Following are documents subsequently submitted by the Comp- 
troller General.) 

Exuisir 21 


COMPTROLLER GENERAL OF THE UNITED SraTeEs, 
Washington 25, May v3, 1954. 
Hon. JOHN SPARKMAN, 
Chairman, Select Committee on Small Business, 
United States Senate. 

Dear Mr. CHAIRMAN: Further reference is made to the testimony of our 
representatives before your committee on May 4, 1955. In our letter of May 
12, 1955, to you, we transmitted copies of certain correspondence which the then 
acting chairman, Senator Barry M. Goldwater, requested be furnished. In 
addition, we advised that information regarding cancellation of the contract which 
was the subject of the decision referred to on page 13 of Mr. Welch’s statement 
would be furnished your committee as soon as it was received from the Department 
of the Army. 

Our decision to the Secretary of the Army directing cancellation of contract 
No. DA-11—070—Ord—96A8, which had been awarded to the Excello Pape r Prod- 
ucts Co. on June 30, 1954, was dated September 3, 1954. A copy of that decision 
is enclosed. 

The Department of the Army has now advised that, by letter dated August 
23, 1954, it directed temporary suspension of the work under the contract pending 
our decision and by letter of September 9, 1954, it, in effect, cancelled the contract 
pursuant to our decision. Copies of these letters are also enclosed. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptrolle r Genera of the United States. 


Enclosure (1) 


COMPTROLLER GENERAL OF THE UNITED STATES 
Washington, Se ple mber 3, 1954. 
The honorable the SecRETARY OF THE ARMY. 

DearR Mr. Secretary: Reference is made to letter dated August 23, 1954, with 
enclosures, from the Deputy Under Secretary of the Army, requesting decision 
as to the action which the Department of the Army should take with respect to 
contract No. DA-—11-—070—Ord—9658 awarded on June 30, 1954, to Excello Paper 
Products Co., Cincinnati, Ohio, in view of the fact that the award was made upon 
an erroneous determination by the Small Business Administration that the firm 
was a small business within the meaning of that term as defined in section 203 of 
the Small Business Act of 1953, 67 Stat. 233, and regulations issued pursuant 
thereto. 
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The invitation for bids on which the contract was based contained provisions 
to the effect that the Small Business Administration and the contracting office 
had jointly determined, in accordance with the criteria set forth in section 214 
of the Small Business Act of 1953, to award the procurement to a small-business 
concern; that bids were restricted to small-business concerns; that award would 
be made to such a concern submitting the lowest responsible bid conforming to 
the invitation, price and other factors considered; that the Department of Defense 
defined small business as any concern which, including its affiliates, employs in the 
aggregate fewer than 500 employees; and that bids received from firms not con- 
sidered as small business would be considered as nonresponsive. Prior to award 
of the contract to Excello Paper Products Co., as the low bidder for delivery of 
the supplies called for under item No. 1 of the invitation, the contracting officer 
at Rock Island Arsenal, Rock Island, IIl., submitted to the Small Business Ad- 
ministration representative there the question of whether Excello was a small 
business. The SBA representative certified to the contracting officer on June 
30, 1954, that Excello was a small business, which certification was based, among 
other things, upon a telegram sent on June 28, 1954, by Excello to the Rock 
Island Arsenal to the effect that it was an independent corporation with 130 
employees and was not a subsidiary or affiliate of any corporation. 

Upon protests being filed by other bidders, the matter was further investigated 
by SBA and by letter of July 20, 1954, the General Counsel for the Administra- 
tion informed the Office of the Chief of Ordnance, Department of the Army, that 
the SBA representative at Rock Island Arsenal ‘‘was in error when he stated that 
Excello was a small business and, therefore, eligible to participate in a joint 
determination procurement”; that in the opinion of the Administration, Excello 
is not an independent small business with less than 500 employees but rather is 
affiliated with Mead Board Sales and through them with Mead Corp.; and that 
Mead Corp. and its affiliates employ approximately 7,000 persons. 

Section 212 (c) of the above-mentioned act directs the Small Business Admin- 
istration to determine, within any industry, the concerns or business enterprises 
which are to be designated “small-business concerns” for the purposes of the act, 
and section 214 of the act directs that small-business concerns “shall” receive 
any award or contract or any part thereof as to which it is determined by the 
Administration and the contracting procurement agency ‘‘(A) to be in the inter- 
est of mobilizing the Nation’s full productive capacity, or (B) to be in the interest 
of war or national defense programs.” 

Since an apparently valid determination was made pursuant to section 214 of 
the aforesaid act, limiting procurement in this case to small business, a legal and 
binding contract could not be made with a firm not in that category. The 
origina! finding was induced, at least in part, by the erroneous information 
received from Excello. It certainly would tend to defeat the purpose of the act 
if, under such circumstances, the error could not be corrected. Accordingly, it 
must be coneluded that since Excello is not, in fact, a small-business concern, 
the award of the contract to that firm was unauthorized and appropriate steps 
should be taken to cancel it. 

Sincerely yours, 
R. F. KeEtwer, 
Acting Comptroller General of the United States. 





Enclosure (2) 
Avueust 23, 1954. 
Re Notice of suspension of production, contract No. DA 11—070—Ord—9658 
ExcELLO PAPER Propvwcts Co., 
Cincinnati 9, Ohio: 

Your are hereby directed to temporarily suspend production under contract 
DA 11-070—Ord-9658. Such suspension shall be effective immediately upon your 
receipt of this notice. 

In regard to the above directed suspension, you shall stop all work, make no 
further shipments, and place no further orders under subject contract. You shall 
do all things necessary to avoid the incurrence of additional costs. 

The issuance of this notice has been determined to be necessary as a result of 
the initiation of action by the Office, Chief of Ordnance, to obtain a decision from 
the Comptroller General regarding the status of your company as a small-business 


es 
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neern, Within the meaning of the act of July 30, 1953, Public Law 163, 83d 
Congress. 
Please acknowledge receipt of this notice as shown below 
For the Deputy District Chief: 
A. P. WEHRLE, 
Lieutenant Colonel, Ordnance ¢ orps 
Acting De puly District Chief, Contract ng O flicer 


ACKNOWLEDGMENT OF NOTICE 
The undersigned hereby acknowledges receipt of a signed copy foregoing notice 
- rr . I . ‘ 
ate _.......,19__. Two copies of this notice are herewith returned. 
ExcELLO Paper Propwcts Co., 


ai call 
Title 


Enclosure 
SEPTEMBER 9%, 1954 
ORDED-K-3 __ 161(11—070)9658 
Contract No. DA—11—070—ord—9658 
ExcELLO ParEeR Propvucts Co., 
Cincinnati 9, Ohio: 
You are hereby notified that a decision has been rendered by the Comptroller 
General eencerning the validity of the determination classifying the Excello 
Paper Products Co. as a small-business concern within the meaning of the act 
f July 30, 1953, Public Law 163, section 214, 83d Congress. 
The Comptroller General’s decision, B-121145 dated September 3, 1954, 
garding the above matter, held in effect that since an apparent valid determina- 
was made pursuant to section 214 of the above referred to act limiting 


procurement in this case to small business, a legal and binding contract could 


t be made with a firm not in that category. Accordingly, it was decided that 


Excello Paper Products Co. is not a small-business concern, the award of contract 
No. DA-11-070—ord—9658 to that firm was unauthorized, and as such, is without 
ree and effect. 
' C. A. Cozart, 
Colonel, Ordnance Corps, Deputy District Chief. 

Mr. Wetcu. Yes, sir. 

Senator Gotpwater. And supply the committee with the action 
taken by the contracting officer? 

Mr. Wetcu. Yes, sir. That was rather a recent decision. 

Senator GoLpWaTER. Give us the date of your notification and the 
date of any action taken by the contracting officer. 

Mr. Wetcu. Yes, sir. 

Senator GoLtpwarTer. That will be made a part of the record. 

Mr. Wetcu. Yes, sir. 

See Comptroller General’s letter of May 23, 1955, with enclosures 
exhibit 21), p. 223.) 

Senator GoLtpwaTER. Proceed. 

Mr. Wetcu. In the past we have worked closely with the staff of 
your committee on procurement problems and we will continue to 
assist the commitee in any way possible. 

In our statement today, we necessarily had to discuss procurement 
problems in a broad way because, as you are aware, the procurement 
field itself is very broad, and the procurement problems affecting big 
business generally affect small business as well. 

We will be glad to answer any questions you may have. 

Senator GoLtpwaTER. I have one question that is a relatively per- 
sonal one because I have asked the Small Business Committee to 
investigate this field. 
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Has GAO ever in their activities investigated the laundry services 
of the services, whether or not they are operating profitably, properly 
and whether or not private laundries could not do the job equally as 
well? 

Mr. Wetcu. May I refer that question to Mr. Ramsey? 

Mr. Ramsey. Mr. Chairman, we have’ gathered together a con- 
siderable amout of information on the operation of laundries in the 
services. We have not yet as I recall, put out a report on that. | 
am not certain what the general findings would be, so that I can’t 
tell you that. 

Senator Gotpwater. Could I urge you to complete that report as 
expeditiously as you can? It is not of any big import, but if the 
services conduct laundries like they conduct everything else, I think 
the private laundries can probably save the Government some money. 
I want to find that out. 

Mr. We cu. Yes, sir, we will be glad to do that.” 

Senator GotpwarterR. Mr. Welch, do you feel that there is any 
specific legislation needed at this time to help you in your work in 
connection with small business? 

Mr. Wetcu. In connection with small business, no, sir, none that 
I could think of offhand. I think the problem would take some study. 
Of course, as appears from my statement, there is a deficiency in the 
law with regard to the prohibition against the cost-plus-a-percentage- 
of-cost system of contracting. 

I believe that Congress when it passed the Federal Property Act 
felt that the prohibition as contained in that act would apply through- 
out the civilian part of the Government, to the same extent of course 
that the Armed Services Procurement Act applies with respect to the 
military. 

But it is peculiar that it does not because—the reason that it does 
not is because the authority to use the procurement section of the 
act has to be delegated to an executive agency, otherwise they operate 
under their regular authority, section 3709, revised statutes which 
applied before that act was every passed. 

Senator Gotpwater. Is there any legislation at all that you think 
that Congress could enact that would help you? 

Mr. Wetcu. Certainly that situation could be cleared up by an act 
which made the prohibition apply to the entire Government. 

Senator GoLpwaTer. Can you supply this committee with periodic 
reports on the work that you will continue to do in the field of pro- 
curement? 

Mr. Wetcu. Yes, sir; I think we would be glad to. 

Senator Gotpwater. I think this is one of the most important 
fields we have. 

Mr. Ketier. We can make arrangements for all of our audit or 
investigative reports that deal in procurement to be made available 
to your committee. 

Senator GotpwarTer. I wish you would send them to this com- 
mittee when they are completed and if there is any time that you feel 
this committee can be of help to you in this area, you let us know. 

Mr. Kewuer. In connection with legislation generally, I would like 
to make one observation and that is, Mr. Chairman, in new legislation 


26 Information to be supplied for committee files. 
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you will find quite often a provision in the bill that is being considered 
which gives the agency or the administrator final authority over 
certain actions. 

Any time you see that provision it means the GAO is cut out from 
doing anything effective. 

We can report a situation to you here on the Hill, but you know 
better than I, how many reports you receive and how many you 
really get a chance to read and get into. ‘To my mind the reporting 
answer is not enough. Some people think it is. I do not think so. 
| think you still have to have some control remaining in an agency 
such as the GAO, but I also agree that that control has to be properly 
exercised, which is our job to do. 

I always like to take the opportunity to warn anybody I can that 
when they see provisions for finality of action in legislation to make 
sure it is really necessary and not just put in to free an agency from 
controls and let them do as they please. 

You will run into cases and ask: ‘‘why did you do this,’ and you 
will be told it is up to the Administrator and his determination is final, 

Senator GotpwaTerR. Thank you gentlemen, for being with us this 
morning. Your testimony has been very illuminating and | hope 
some more light can be thrown on this complicated subject by your 
department. 

Any time you want to strike that light, just bring it over. 

Mr. Weicu. Thank you very much, Mr. Chairman. 

Senator GoLpWaTER. Now we will hear from the General Services 
Administration. 


STATEMENT OF CHARLES W. GASQUE, JR., ASSISTANT GENERAL 
COUNSEL, GENERAL SERVICES ADMINISTRATION, ACCOMPA- 
NIED BY ROBERT T. DAVIS, CONGRESSIONAL LIAISON OFFICER, 
J. W. FLATLEY, DEPUTY COMMISSIONER OF THE FEDERAL 
SUPPLY SERVICE; WILLIAM WARBURTON, PURCHASE DIVISION ; 
AND GEORGE GRIMSLEY, PURCHASE DIVISION, FEDERAL SUPPLY 
SERVICE, GENERAL SERVICES ADMINISTRATION. 


Mr. Gasqur. Mr. Maxwell Elliott, our General Counsel, was unable 
to be here. JI am Charles W. Gasque, Jr., Assistant General Counsel. 

Il have Mr. Grimsley with me, as well as Mr. Flatley, who is the 
Deputy Commissioner of the Federal Supply Service, Mr. William 
Warburton, one of our supply specialists, and Mr. Bob Davis, con- 
gressional liaison officer. 

Senator GoLpwaTerR. Gentlemen, it is a pleasure to have you-here. 
You can testify in any manner you see fit. Do you have a prepared 
statement? 

Mr. Gasqur. We do not have a prepared statement. We would 
like to open our testimony by having Mr. Grimsley tell you from his 
notes what GSA has been doing with respect to small business and in 
the aid of small business. 

Mr. Grimstey. GSA is continually aware of its responsibilities 
under the Federal Property and Administrative Services Act to insure 
small business getting a fair share of the procurements made by the 
Administration. The figures given to this committee in the past, 
which will be brought up to date now, we believe will so indicate. 
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For the fiscal year ending last June 30, the GSA has in dollars 
awarded to small business 42.5 percent of its total procurement. For 
the 6 months ending December 31 of this fiscal year that figure is 54.9 
percent. 

In general supply fund procurements, which are the common-use 
items supplied to the civil agencies and to the military agencies, for the 
fiscal year ending June 30, 1954, it was 60 percent. For the first 6 
months of this fiscal year that was 62.6 percent. 

As has been brought out from time to time before this committee 
we have established business-service centers in each of our 10 regional 
offices throughout the country. These were established for the pur- 
pose of helping small business in their local areas, so that they would 
not be required to come to Washington from all over the country to 
find out what was being bought, where it was being bought and so 
forth. 

Thus far in the current fiscal year these business-service centers 
have processed approximately a hundred thousand written communi- 
cations addressed to them by business concerns and individuals, 
furnishing them with invitations to bid and general information with 
regard to what we were buying and where we were buying it. 

During that same period these business-service centers have made 
available to businesses free of charge or at a slight cost, when they 
were obtained in bulk quantities, in the neighborhood of 120,000 
copies of specifications in order that these businessmen may know 
specifically what we are buying, may be able to study them and 
determine whether they are in a position to supply what we need. 

Sometime early in the fall there will be a motion picture made 
available. This picture has been filmed by a private company at no 

cost to the Government, entitled, “How To Sell to the Government.” 
This film after release will be available at all these business-service 
centers to show to interested groups. 

Mr. Forsyte. What is the time of that film? 

How many minutes does it run? 

Mr. Griustey. I do not have that information. 

Mr. Forsytue. Does the film include buying from all Government 
agencies or is it specifically GSA? 

Mr. Grimsuey. As I understand it, it deals specifically with GSA. 

Senator GoLpwaTER. Who made that? 

Mr. Grimstey. The name of the private firm? 

Senator GOLDWATER. Yes. 

Mr. Gris.ey. I do not have that information, Mr. Chairman. 

The figures given a moment ago with reference to GSA, small- 
business participation in small-business procurement dealt with dollars. 
With respect to the number of actions during the first 6 months of 
this fiscal year, 76 percent of all GSA procurement action went to 
small business. In the general supply fund that dealing with the 
common-use items, 73.2 percent. 

Mr. ForsytuHe. 73.2 went to small business? 

Mr. Grimstey. Yes. 

I think that in brief pretty well points up our activities in the 
small-business field. 

Senator GotpwatTeEr. I have no questions to ask of Mr. Grimsley. 

Do you have any questions? 


MILITARY PROCUREMENT—1955 229 

Mr. Forsyrue. I have one question. In these regional service 
centers, do you get a supply of military specifications that you also 
distribute to, or through those offices? 

Mr. Grimstey. Some, Mr. Forsythe. Some Federal, some GSA, 
and some military specifications. 

Mr. Forsytue. My understanding is that they are supposed to 
supply you with that. 

Mr. Grims.ey. Of course, as was mentioned in the previous testi- 
mony, it is a very big field and on many of these specifications | am 
sure you are aware that they are quite voluminous. So it would be 
impractical for us to have all their specifications. In the second 
place, many of the Federal specifications are used by the military. 
But we do have, I am reasonably sure, an index to all military speci- 
fications available in these centers. 

Mr. Forsytue. Have you any figures on the number of contracts 
that you negotiated as contrasted with those you advertised? 

Mr. Grims ey. Yes, sir. 

Mr. Forsytue. Will you supply that? 

Mr. Grimstey. Overall, the number of transactions negotiated are 
62.3 as against the advertised procurement of 37.7. I would like to 
call your attention to the fact that this includes all procurements in 
excess of $25 so you have an area there between twenty-five and a 
thousand dollars where negotiation takes place quite informally 
which I am sure does amount to a substantial number of the nego- 
tiated actions. 

Now on the general supply fund, that is with regard to common-use 
items, the negotiated actions are 54.6 as against 45.4 of the advertised. 


Senator GoLpwaATER. Have you a breakdown on paper of all your 
figures? 

Mr. Grims.tey. Yes. 

Senator GotpwaTER. Can we have that? 

(The document referred to is as follows:) 
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Figures given small-business hearings, Senate and House 
respectively— Procurement by GS A—6 months ending Dec. 31, 1954 
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ExnuisitT 22 


ALL PROGRAMS 











. March and May 1955, 







Dollars Action 
Amount Percent | Number Percent 
Rh, the hi ne cehedé .. $223, 348, 024 99, 220 
Purchases of $25 or less 294, 733 26, 307 
Purchases of more than $25__- 223, 053, 291 100. 0 72, 913 
From small business - 122, 436, 864 54.9 55, 396 
From other business 100, 616, 427 45.1 17, 517 
Advertised 73, 400, 458 32.9 27, 503 
Negotiated 149, 652, 833 67.1 45, 410 
GENERAL SUPPLY FUND 
Riwddus wes ; iis $53. 035, 940 62, 351 
Purchases of $25 or less 124, 608 9, 142 
Purchases of more than $25... §2, 911, 332 100.0 53, 209 
From smal]! business_.- pet 212 LoS 33, 146, 988 | 62.6 38, 967 
URN I RO Ee al che lean dumees 19, 764, 394 | 37.4 14, 242 
a aS ad 8 a | 41, 363, 151 78.2 | 24,166 
SI a a a a 11, 548, 181 21.8 29, 043 
SPECIAL PROGRAMS 
Total $139, 169, 363 4, 371 
Purchase of $25 or less * 3, 131 289 ‘ 
Purchase of more than $25__-. 139, 166, 232 100. 0 4, 082 100.0 
From small business 62, 255, 805 14.7 3, 403 83. 4 
From other business. -- 76, 911, 427 55.3 679 16.6 
Advertised 3, 386, 176 2.4 366 9.0 
Negotiated 135, 780, 056 97.6 3,716 91.0 
OTHER REGULAR PROGRAMS 
i aisidiaecs i cithdicxianthdieactinibekipainitt aadeiniingialis $31, 142, 721 32, 498 
Purchases of 635 or less.......~~.6<0c---nccceue 166, 994 7 16, 876 
Purchases of more than $25........................ 30, 975, 727 100.0 15, 622 100.0 
From small business_...___...--- Speen i as 27, 034, 121 87.3 13, 026 83.4 
cE Ea 1 a ae ee 3, 941, 606 12.7 2, 596 16.6 
NR cee a a ed Si as ia eesti be 28, 651, 131 92.5 2, 971 19.0 
a a ee ae ee 2, 324, 596 7.5 12, 651 81.0 










Mr. ForsytHe. What large items does GSA purchase that would 
have to be negotiated for? 

Mr. Grimstey. The stockpiling of strategical and critical materials. 
That would be a very big substantial lot of it. That isin GSA procure- 
ment overall. 

Senator GoLpwaTER. That comes under your office? 

Mr. Griustey. No, sir, not under our immediate office; that is a 
separate service. 

Mr. Gasque. The basic policy of GSA is to use advertising wherever 
practicable. Like the Armed Services Procurement Act, the Federal 
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Property and Administrative Services Act of 1949, under which we 
primarily operate, as you know, has some 14 exceptions whereby 
negotiations are authorized. We, on occasion are compelled to use 
one of those sections. Also, as Mr. Grimsley mentioned, small 
purchases may be negotiated one of the 14 exceptions. Our large 
negotiated purchasing program is basically the program for stock- 
piling strategic and critic val materials. The Strategic and Critical 
Mi aterials Act, Public Law 520, 79th C ongress, specifically authorizes 
the procurement, by negotiation, of stockpile material. We apply 
that authority through one of our exceptions in the Property Act, 
namely section 14. 

We also conduct quite a large buying program for FOA. That 
agency has authority to have its purchases negotiated. However, 
even though we have the legal authority to negotiate pure hases for 
them, we have adopted the policy, where possible, of advertising and 
if we don’t advertise, we at least endeavor to obtain maximum 
competition on an informal basis. The large bulk of negotiated 
purchases falls within those two types of programs which are special 
programs. 

Mr. Forsyrue. What items do you purchase for the military? 

Mr. Grimstey. We purchase common-use items for stock and issue 
to the military where they have local purchase authority and can buy 
from our stores depot. 

Mr. Forsyrue. What about office equipment, do you buy that for 
them? 

Mr. Grims.tey. We buy office equipment for them. They either 
buy from our schedules or in the case of large quantities above the 
limitations of the schedule we buy those for them when they want 
us to. 

Mr. Forsytue. How often do these schedules come out, Mr. 
Grimsley? 

Mr. Grimsuey. Usually once a year. 

Mr. Forsyrus. How does a small-business man who wants to get 
on the schedule proceed? 

Mr. Grims.tey. The normal way of getting on the bidder’s mailing 
list is by filing bidder’s mailing list application, the same as he would 
for any other commodity. 

Mr. Forsytue. Mr. Gasque, some time ago the Comptroller Gen- 
eral ruled that certain contracts of GSA had been authorizing and 
using were not in fact contracts. That was a particular problem that 
arose. What action did the GSA take and what do they do to correct 
that deficiency? 

Mr. Gasqusr. Mr. Forsythe, we have made a very careful study of 
the entire purchasing program since that decision, and have discussed 
the problem with the General Counsel of the General Accounting 
Office. We are in the process of transmitting to the General Account- 
ing Office a letter which will outline the practical aspects which are 
concerned in the overall picture, which are either specifically mentioned 
or inferred in the decision. The letter will i out that we agree 
with the legal principle involved in the decision, specifically with 
respect to the contract with which it was aihiaaeed and that we 
will make a study of each one of our contracts of similar type to see 
wherein we can make such contracts, or so-called contracts, strictly 
legally binding instruments. 
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However, we indicated in our discussions with GAO that we felt 
that certain of our indefinite, open-end contracts could be construed 
legally binding contracts where they were a single-type contract in 
which the Government agreed with one supplier that, to the extent 
that the Government needed the item contained in that contract, the 
Government would order the items from that contractor and the 
contractor would be obliged to furnish it if ordered. In such cases 
we felt there was a binding contract. 

Then, you go from that type of contract to the situation where you 
have a bona fide, mandatory agreement with the contractor but the 

eement also has optional features in it. If the mandatory part 
of the agreement is bona fide and covers a substantial portion of the 
Government’s requirements, then it would seem to us that the op- 
tional-use features of the contract would not prevent the contract 
from being considered a legally binding and enforceable agreement. 
The third type of contract is the kind discussed in the decision which 
is entirely optional as to use. We agree that there, as the General 
Accounting Office pointed out, there is no binding obligation. 

However, we do feel that such contracts have proven helpful to the 
Government over many years and that GSA can make an agreement 
of that nature which is merely a pricelist, a sort of continuing offer, 
which even though optional, will result in individual contracts being 
consummated at the time an order is placed. 

We suggested to the General Accounting Office, and I think they 
received this suggestion favorably, that where another agency places 
an order under such an open-end indefinite, optional-type contract, 
which is within the open market purchase limitation of that agency 
($1,000 for the military, $500 for most civilian agencies) the plac- 
ing of such order would be within their authority and not be in viola- 
tion of the advertising statute, Revised Statute 3709. 

However, as I say, we have gone into the problem very carefully 
and are telling GAO formally that we are going to make a study of 
each one of our contracts of the type concerned, in order to see just 
what is the most practical method of bringing them into single source 
contracts, where possible, and if not, at least make them bona fide 
contractual agreements. In cases where we cannot find a ready way 
of accomplishing that we are going to talk to GAO further about it 
and see just exactly what we can do. 

As we have indicated to your committee we will furnish you with 
a copy of our letter to GAO and will keep you informed. 

(Documents subsequently supplied follow.) 


Exuisit 23 


GENERAL SERVICES ADMINISTRATION, 
Washington 25, D. C., May 138, 1956. 
Re Comptroller General’s Decision B—121926— Multiple Awards. 
Hon. Joun J. SPARKMAN, 
Chairman, Select Committee on Small Business, 
United States Senate, Washington, D. C. 


Dear SENATOR SPARKMAN: Your letter of March 26, acknowledged on March 
31, requested advice as to the action that would be taken to comply with the 
subject decision of the Comptroller General and the effect the decision would 
have on the overall program activities of this agency. 

This matter has been given full and careful consideration and has been informally 
discussed by representatives of this agency with the General Counsel of GAO on 
April 25. 
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There is enclosed for your information a copy of letter of even date to the 
Comptroller General which sets forth the position of GSA in the matter, including 
suggested actions to be taken. 

There is also enclosed for your information a copy of decision B—122682, dated 
April 12, 1955, which is referred to in the letter to the Comptroller General 

Upon receipt of further advice from the Comptroller General you will be 
notified as to the action to be taken. 

Cordially yours, 


EpmuND F, MansureE, Administrator. 
ENCLOSURE (1) 


GENERAL SERVICES ADMINISTRATION, 
Washington 25, D. C., May 18, 1954 
Re Maultiple- and single-award contracts, mandatory and optional, decisions P 

121926 and B—-122682 
Hon. JosrpH CAMPBELL, 

Comptroller General of the United States, 
Washington, D. C. 

Dear Mr. CaMpBELL: Your decisions B—121926 and B-—122682 concerned the 
authority of GSA to negotiate, and the authority of executive agencies to use, 
certain open-end contracts and held that so-called multiple-award contracts were 

nenforceable 

The scope and effect of vour two decisions were of such import as to require, if 

ot modified or clarified, an immediate disc em nce Of a Col side rah ” portion 
of the supply program presently being carried on by » Federal Supply Service 
of GSA. 

As a result, representatives of this agency conferred with your General Counsel 

April 25 for the purpose of outlining the practical effect that the decisions had 

GSA supply programs, to state our legal position with respect to certain issues 
raised in the decisions, to request clarification of doubtful inferences and to arrive 
at an understanding as to the most practical method for this agenev to correct, 
on a progressive basis, any of its contracting methods which are ultimately found 
to be questionable as to legal sufficiency 

Decision B-121926 discusses, among other things, open-end, entirely optional, 
service contracts entered into by GSA for the purpose of making available to all 
executive agencies within the metropolitan area of the District of Columbia certain 
audio and visual services during a given period of time at established prices. The 
decision concluded that the agreements are not legally binding contracts, that 
their negotiation was not within the “statutory powers or authority” of GSA and 
that in the absence of a delegation of authority to executive agencies to negotiate 
contracts for such services, the placing of an order by any executive agency with 
any one of the GSA contractors would be in violation of the advertising require- 
ments of section 3709 of the Revised Statutes. 

We concur in the legal position expressed in your decision that these contracts 
and similar entirely optional contracts are not ‘“‘contracts’’ in the strict legal 
sense. They are in the nature of continuing offers, negotiated with suppliers 
under varying circumstances of necessity and desirability. 

We do not concur in your opinion that the negotiation of such continuing 
offers is not within the “statutory powers or authority” of GSA if such method of 
procurement and supply of personal property and nonpersonal services is deter- 
mined to be advantageous to the Government in terms of economy, efficiency, or 
service. 

Furthermore, we take the position that there is no violation of applicable 
advertising statutes where an executive agency places a purchase order with a 
GSA contractor under an entirely optional contract when the amount involved 
is within the open market limitation prescribed by law. 

From the tenor of decision B—121926, inference may be drawn that the use of 
a GSA contract providing for both mandatory and optional coverage by an 
agency included within the optional use provision is also contrary to applicable 
advertising statutes. It is our position that if the mandatory features of a 
contract cover a bona fide requirement of the Government so as to effect a mutual 
obligation between the contractor and the Government with respect to the 
mandatory coverage, and if such requirement represents a substantial portion of 
the total contract, then the contract is legally sufficient and enforceable and 
contains adequate consideration to legally authorize its use by agencies coming 
within its optional provisions. 
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Turning now to the question of multiple awards, this agency had recognized 5 | 
for a long time the legal implications involved in such contracts, as discussed in E ' 


your decision. However, as explained at the conference of April 25, the use of 
multipe award contracts has been employed for a period in excess of 30 years 


as the most practical method of supplying the Government’s needs in certain ; 
circumstances. q 

Generally speaking, multiple awards are made when necessary to meet the P 
Government’s requirements for one or more of the following reasons: 5 


1. When no single supplier can furnish the total requirements. 

2. In order to obtain the most effective utilization of industry production and 
distribution facilities, including industry technical. advice and service, 

3. When there is a need for a variety of selection in order to accomplish or 
produce required end results, 

4. When there is a lack of or there are inadequate specifications or standards to 
permit full competition. 

Multiple-award contracts consist of three types; mandatory, mandatory with 
optional features, and entirely optional. 

As stated above, we concur in your legal position that entirely optional multiple- 
award contracts are not binding on the parties and should be considered as con- 
tinuing offers. 

With respect to the category of multiple-award contracts which are mandatory 
for use by all executive agencies, such contracts usually cover items of equipment, 
supplies, and systems which are described in broad categorical terms, such as 
typewriters, adding machines, filing and accounting systems, etc., and which are 
produced or furnished by several suppliers. Each item of equipment, supply or 
system differs among the several manufacturers in varying degrees of design, con- 
struction, method of operation and performance. Consequently, each supplier 
offers to furnish the Government with its own specific brand of items meeting the 
overall requirements. 

The Federal supply schedule contract for office equipment with Remington- 
Rand, Ine., which was the subject of your decision B—122682, was a contract of 
this type. The contract was mandatory upon executive agencies of the Govern- 
ment to the extent that each agency requiring a Remington-Rand produced item 
described in the contract was compelled to obtain such item from that supplier ; 
and the supplier was obligated to furnish the agency with each such item required ; 
within the terms of the contract. 

° Similar contracts are made for typewriters, filing and accounting systems, offset 
duplicating plates, drugs, medicines, laboratory and industrial chemicals, special 
laboratory apparatus and supplies, ete. 

The primary purpose for multiple-award contracts of the above-described 
classes is to provide the Government with selectivity of equipment, supply or 
systems necessary in the performance of essential operations. It is impracticable 
in terms of economy and efficiency in operation to compel agencies to use a par- 
ticular type of equipment which will not produce the required end result because 
of the unfamiliarity of the user with the item or its incompatibility with existing 
equipment. 

For example, tests have shown that more efficient results are obtained at less 
cost by Government clerical personnel where the agency in which they are 
employed is in a position to supply such personnel with typewriters, adding 
machines and similar pieces of equipment with which they are familiar and 
adequately trained to operate. Further, where a particular brand of filing or 
accounting system of a specific manufacturer has been established in an agency it 
is necessary to procure additional equipment of the same manufacturer to maintain 
or expand the established system. 

At the April 25 conference, after a full discussion of the foregoing types of 
mandatory, multiple-award contracts, it was suggested that the legal sufficiency 
of such contracts might be rationalized on the basis that they are each sole source 
contracts with respect to the particular item or items contained therein and that 
your office would give further consideration to this matter. 

If the foregoing position with respect to mandatory multiple-award contracts 
is maintainable, it would appear that mandatory multiple award contracts with 
optional features are likewise legally sufficient as contracts. No question should 
therefore be raised with respect to violations of advertising requirements when 
agencies coming within the optional provisions use such contracts. 

It was pointed out at the April 25 conference that during the past few years this 
agency has been successful in eliminating certain multiple-award contracts. 
However, an immediate curtailment of both mandatory and optional multiple- 
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ial single-award contracts 
supply program of this agency 


and militarv agencies, resulting in 
encies, higher prices, al d increased administrative 

addition, such action would necessitate Governme 

mmodities, at additional administrative expense, wl 
to them from supplier’s stocks under existing contracting 

Subject to your approval, this agency proposes 
following actions with respect to its contracting method 

1. Mandatory multiple-award contracts (with or withou 

GSA will review, on a progressive basis, all such contracts ar 
actions: 

a) Contracts which are considered to consist of ‘‘sole sou 
typewriters and certain other office machines, filing and account 
will be continued on the theory that they contain sufficient le 
characterize them as enforceable contracts. 

b) Contracts for items such as tires and tubes and electric 
various manufacturers’ products have similar use characteristics and specificat 
can or have been developed, will be restudied with both industry and Government 
representatives to determine if the Government’s requirements can be acequately 
served by the products of a single supplier within a specified area. If so, single 
awards for these items will thereafter be made. If not, multiple awards on t] 
basis of (a) above will continue to be made. 

2. Optional contracts (multiple or single awards 

GSA will review, on a progressive basis, all contracts whic] 
and take the following actions: 

a) Make certain contracts of this type which are presently entirely optiona 
mandatory for a substantial or representative portion of the Government 
mated requirements. 

b) Discontinue certain contracts of this type in cases where requirement 
be adequately and economically obtained by various Government agencies 

c) Continue certain contracts on an optional basis b 
thereunder to the authorized open-market limitation of 
$1,000 for GSA and DOD and $500 for other agencies). 

d) In case the review indicates that the Government’s supply 
cannot adequately be met by taking the action outlined under (a 
above, this agency will communicate with you further. 

In conclusion, it is requested that you review your decisions in the light of the 
information contained in this letter and the facts discussed with vour General 
Counsel at the April 25 conference and advise with respect to the following: 

1. May this agency continue its present methods of contracting while initiating 
an immediate review and study, on a progressive basis, of such methods to bring 
about a gradual and orderly compliance with the agreed on legal principles enun- 
ciated in your decisions. 

2. If your answer to 1 above is in the affirmative, do you concur in the pro- 
posed actions to be taken with respect to both multiple-award contracts and 
entirely optional contracts. 

3. Do you not agree in the legal position that the placing by an agency 
urchase order against an entirely optional contract, which involves the expendi- 
ire of a sum not in excess of the open-market limitation authorized for use by 
hat agency, is within the authority of that agency and does not violate any 
statute with respect to advertising. 

4. Do vou not agree with the proposition that where a contract is mandatory 
for a substantial portion of its coverage but has optional features, an agency com- 
ing within the optional coverage of the contract may legally place an order with 
the contractor under the contract. 

5. Do you not agree that the legal sufficiency of certain mandatory, multiple- 
award contracts may be rationalized and upheld on the basis that such contracts 
are in effect ‘‘sole source’’ contracts, such as the above-described multiple-award 
contract for office equipment. If you agree with this proposition, it is requested 
that vou reconsider vour decision ‘B—122682 wherein you held that the Federal 
supply schedule contract with Remington-Rand, Inc., unenforceable. 

In view of the urgency of coming to a mutual understanding of this matter at 


I 
+) 
A 
t 
{ 


the earliest possible time. your prompt consideration of this Latter will he 
appreciated. 
Cordially yours, 
EDMUND F. M ANSURE, Admin 


63038—55 16 
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Enclosure (2) 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, April 12, 1956. 
Hon. EpmuNpb F. MANSURE, 
Administrator, General Services Administration. 


Dear Mr. Mansure: Reference is made to a letter dated February 28, 1955, 
with enclosures, from the Commissioner, Federal Supply Service, in response 
to our letter dated January 28, 1955, requesting a report concerning an error 
alleged by Remington Rand, Inc., to have been made in quoting on item 54—-M-—180 
of its bid on which contract No. GS—03S—13221 was awarded. 

The Federal Supply Service, Washington, D. C., by invitation dated February 
24, 1954, requested bids for furnishing, f. 0. b. destinations, office equipment, 
class 54, part III, section B, as required by various Government agencies during 
the period beginning July 1, 1954, and ending June 30, 1955. In the invitation, 
under paragraph 6 of the special provisions, prospective bidders were advised 
that the Government might make ‘“‘multiple awards to those responsible bidders 
whose bids * * * will be most advantageous to the Government * * *.” The 
invitation schedule also contained a provision that— 

“Use of the contracts established as a result of this invitation will be mandatory 
upon certain Government agencies, and available for use on an optional basis 
by other agencies, all as provided herein.” [Italics supplied.] 

In response to the invitation, Remington Rand, Inc., submitted a bid wherein 
it offered to deliver office equipment to zones 1, 2, 3, and 4, at the prices set 
forth opposite each item. Also, the corporation submitted a bid wherein it 
quoted an f. o. b. factory price for each item. The bid offering to deliver the 
office equipment described under item 54-M-180 to zones 1, 2, 3, and 4 was 
accepted on June 14, 1954. The only other bid received on this item was also 
accepted, pursuant to the provision for multiple awards. 

By letter dated November 4, 1954, Remington Rand, Inc., advised that, in 
quoting the f. o. b. destination prices for the No. 308-5 tape-to-card converter 
and for the function 8 type 3111 summary punch covered by item 54-M-—180, 
it had made several typographical errors in its bid; that the total shown for the 
function 8 type 3111 summary punch of $1,362.55, plus excise tax of $83.40 
(required by the invitation to be shown separately), was listed as $723.15 instead 

; of $1,445.95—the correct total—in zone 2; and that the correct prices (excise tax 
included) for the No. 308-5 tape-to-card converter required for delivery to 
zones 1, 2, 3, and 4 are $5,337.90, $5,385, $5,407.60, and $5,472.50, respectively. 

In letters dated January 21 and March 22, 1955, addressed to our Office, the 
corporation requested that the contract be amended to reflect the alleged correct 
prices for the items in question. In its letter the corporation explained that, 
in the preparation of the price list submitted with its bid, it used the commercial 
price sheet for the required equipment as a worksheet. It explained further that 
a 2 percent trade discount was applied to the f. o. b. factory list prices shown on 
that sheet; that the net amounts were written in pencil on that sheet; and that, 
in transferring the net f. o. b. factory price of the No. 308-5 tape-to-card converter 
from the worksheet to the rough draft of the price list submitted with its bid, it 
inadvertently copied the f. 0. b. factory price of a No. 308-4 alphabetical synchro- 
matic punch with visible automatic feed, which item was listed on the preceding 
line. 

In our letter dated March 21, 1955, B—121926, to the chairman, Select Com- 
mittee on Small Business, United States Senate, a copy of which was furnished 
to you by letter of the same date, the legality of certain contracts which were 
based on multiple awards was discussed, and the conclusion was stated that, on 
the basis of the principles outlined in that letter, the multiplicity of awards is 
in itself wholly inconsistent with the existence of any obligation of the Govern- 
ment to any individual contractor, and that such contracts are accordingly unen- 
forceable. 

For the same reasons, it appears that Remington Rand, Inc., is not obligated 
under contract No. GS—03S—13221 to furnish the office equipment described under 
item 54-M-180 at the prices specified in its bid. The corporation is therefore 
being advised that it will not be required to accept orders at those prices. 

Sincerely yours, 
Frank H. Werrzen, 
Assistant Comptroller General of the United States. 
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Mr. ForsytHe. Just one other question. What percentage of your 
contracts did this ruling affect? 

Mr. Gasque. Do you mean as far as the procurement of the Federal 
Supply Service only is concerned, as distinguished from our stockpiling 
procurement, and special procurement? 

Mr. Forsyrue. Yes. 

Mr. Gasqve. The ruling, construed literally, as we immediately 
construed the decision, affected a considerable amount of the Federal 
Supply purchasing program, a very considerable amount. 

How much, Mr. Flatley? 

Mr. Fiatiey. About 70 percent of the program. 

Mr. Gasqur. Yes. About 70 percent of our existing program. 

Senator GotpwaTER. We have no other questions. We want to 
thank you for coming up here. 

Mr. Gasque. Thank you, sir. 

Mr. Forsytur. Will you submit all of those figures, sir? 

Mr. Grimstey. I will.” 

Mr. Forsytue. Thank you. 

Senator GotpwaTerR. The committee will stand in recess until 
tomorrow morning at 10 o’clock. 

We will hear from the Atomic Energy Commissicn. 

Mr. Forsyrue. That will be in room F-41 at the Capitol Dome. 

(Whereupon, at 11:35 a. m. the committee recessed, to reconvene at 
10 a. m. Thursday, May 5, 1955.) 


27 See exhibits 22 and 23, pp. 230, 232. 
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THURSDAY, MAY 5, 1955 


Unrrep States SENATE, 
SUBCOMMITTEE ON Miuitary ProcuREMENT 
OF THE COMMITTEE ON SMALL BUSINESS, 
Washi qton, DC 

The subcommittee met, pursuant to recess, at 10:30 a. m., in 
oom 41—F Capitol Building, Senator Schoeppel presiding 

Present: Senator Schoeppel. 

Also present: Robert Forsythe, chief counsel, William D. Amis, 
professional staff member, and Ernest A. Warden, researcher on the 
staff of Senator Schoeppel. 

Senator ScHoEPpPeEL. Let the record show we are opening the hearing 
this morning pursuant to notice heretofore given, of the Select Come 
mittee on Small Business on the matter set forth concerning the 
\tomie Energy Commission. I understand the first witness will be 
George C. Taylor, Assistant Director for Supply. 

Unfortunately I am required to be at another hearing and TI am 
coing to turn over the remaining part of the proceeding, until such 
time as either myself or some of the other members of the Senate 
committee can be here, to the staff. 

You may proceed. I shall be back just as soon as I can clear 
matters of the committee that I am going to now. 

The folks in charge here are of the staff of the Senate committee. 
So they will take charge of the proceedings until some of the other 
Senators can come down. 

Mr. Forsyrue. Mr. Taylor, do you want to read your statement 
into the record here and we will proceed from there? 


STATEMENT OF GEORGE C. TAYLOR, ASSISTANT DIRECTOR FOR 
SUPPLY, ATOMIC ENERGY COMMISSION, ACCOMPANIED BY 
JOHN A. DERRY, DIRECTOR, DIVISION OF CONSTRUCTION AND 
SUPPLY; PHILIP G. READ, SMALL-BUSINESS SPECIALIST; AND 
FRANKLIN PARKS, OFFICE OF THE GENERAL COUNSEL, ATOMIC 
ENERGY COMMISSION 


Mr. Taytor. I have a prepared statement, Mr. Forsythe, which I 
would like to read and at the conclusion of my statement we will be 
pleased to answer any questions which the staff may care to ask. 

We are pleased to appear before this committee for the purpose of 
discussing the AEC small-business program. The AEC small-business 
relationship is a significant and important part of our total procure- 
ment program. A substantial amount of thought, conscientious effort 
and followup have been and will continue to be devoted to it at all 


239 











240 MILITARY PROCUREMENT—1955 


levels in our organization. The statistics which I will discuss later in 
this statement will indicate that our investment in time and effort 
has produced good results. 

During our discussions prior to the hearing this morning, your staff 
suggested that it would be helpful to again review AEC organization, 
policies, and programs as well as small-business procurement methods. 
In addition, I would like to touch on a few other matters, the evalua- 
tion of procurement as to suitability, the collection of procurement 
statistics and the volume of AEC procurement dollars which are going 
to small business. 

Our first atomic energy: projects were created and operated during 
World War II under the Manhattan Engineer District. These 
facilities were transferred to the Atomic Energy Commission on 
January 1, 1947, as provided by the Atomic Energy Act of 1946. 

Since then the program has expanded until plant facilities in opera- 
tion or under construction have almost quadrupled. The Nation’s 
investment in atomic energy plants and facilities will reach $8 billion 
when presently authorized construction is completed. Considered 
together these plants and other facilities comprise a virtually in- 
tegrated industry. These facilities include plants for concentrating 
uranium ore, manufacture of uranium feed materials from the ore 
concentrates, and the production of fissionable material from the 
uranium feed material. They also include plants for the production 
of atomic weapons, the construction and testing of a variety of atomic 
reactors and research laboratories. 

In 1947 the atomic energy facilities were being operated capably 
under contract. Since that time when new projects have been 
undertaken, the Commission has considered the possibility of direct 
Government operation. On each occasion it has been concluded that 
the project would be advanced more rapidly and efficiently by an 
experienced industrial concern. The unique capacity of American 
industry to develop new, better, and more economical ways of doing 
things is one of our greatest advantages in the development of atomic 
energy. 

It is still the policy of the Atomic Energy Commission to utilize 
the services of private business enterprise to carry out the various 
programs specified by the Congress. As a result, atomic ererzy 
today is largely a contractor’s industry. Of the 118,947 pcople 
employed in AEC work at the end of March 1955, 112,975 were 
employed by contractors, the remaining 5,972 are Federal employees 
of the Commission. 

Industrial organizations, universities and research institutions are 
under contract to run the production plants, to operate atomic energy 
laboratories and to carry out research and development work and 
other special tasks. 

Senator ScHornppEL. May I ask a question at this point? The 
highly technical and scientific nature of this great new industrial 
work in that Commission means it is not easy to walk into the ordinary 
run of business, competent to handle other matters, to handle certain 
types of these new developments, as you move along. Is that not 
the case? 

Mr. Taytor. That is true, sir. 

Senator ScHoEpPEL. By reason of that highly skilled technical 
background that you need you may at times find yourself going into, 
say, the select-business field of operation. I know from my own 
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experience I have received mail at different times complaining about 
well, it looks like they ought to be able to get into this thing or that 
thing. ; 

Yet when you make inquiry in their behalf you find it is a type of 
highly specialized work, under definite safeguards and so forth, that 
would be somewhat impractical to gét into because they are not 
adapted to it. I think that has not been quite fully understood in a 
lot of the small-business activities around the country. Have you 
found that generally to be the case? 

Mr. Taytor. Many phases of our work do require a high degree 
of specialization and special skill. However, we are making a very 
vigorous effort to find as many suppliers or potential contractors as 
we can who possess those skills or who can acquire those skills and 
specialization. 

When we do that then we can broaden our base and bring new 
people into the program. 

Senator ScHOEPPEL. It all takes time, of course. 

Mr. Taytor. It does. 

In view of the significance of contractor participation in the atomic 
energy program, it is not surprising that the Commission’s small- 
business program places due emphasis on the participation of small 
business at the subcontract level. 


With this as background we would like to discuss in some detail 
AEC’s small-business policy and describe how it operates. 


AEC SMALL-BUSINESS POLICIES 


AEC Manual, chapter 9132, Small Business, provides that a fair 
proportion of required supplies and services shall be procured from 
small business. 

Mr. Chairman, if desired, we have copies of the chapter which we 
will be glad to leave with the committee for their use.” 

Mr. Forsyrue. Very good. 

Mr. Tayuor. In order to achieve the objectives of this policy, both 
AEC and its cost-type contractors have been requested to comply, to 
the maximum extent practicable, with the following specific small- 
business policies: 

(a) Procurements shall be examined to determine if they are suitable 
for performance by small-business concerns. 

(6) Maximum practicable small-business participation shall be 
achieved in procurements which are suitable for performance by 
small-business concerns. 

(c) Procurements suitable for performance by small business shall 
be divided into sufficiently small lots to enable small-business concerns 
to participate. 

(d) Subcontracting to small business shall be encouraged regarding 
those items which are suitable for performance by small-business 
concerns. 

(e) The Commerce Department synopsis of procurement, sales and 
contract awards, shall be employed to identify and publicize advertised 
and negotiated procurements. 

(f) Tie bids involving one or more small-business concerns shall be 
resolved by making an award to a small-business concern except as 
provided in ODM manpower policy No. 4 


2 AEC Manual, ch. 9132, reproduced in this record as appendix 8, beginning p. 323 











242 MILITARY PROCUREMENT—1955 


(g) AEC small-business policies shall apply to groups of small- 
business concerns which have been authorized to operate as small- 
business production pools and have been certified as small business 
by the Administrator of the Small Business Administration. 

(h) AEC shall. cooperate with the Small Business Administration 
in carrying out the AEC-SBA Agreement. 

(i) AEC shall cooperate with other departments and agencies 
which are concerned with small-business matters. 

(7) Managers of operations shall appoint small-business representa- 
tives in their procurement offices and shall require cost-tvpe contrac- 
tors to make similar appointments in their organizations. 

(k) Managers of operations shall assist and require their cost-type 
contractors to establish and maintain appropriate small-business 
programs and contacts for small-business concerns desiring to do 
business with AEC 

1. Small-business concerns shall be advised regarding the policies, 
procedures and activities of AEC and other Government departments 
and agencies concerned with small-business matters. 


IMPLEMENTATION OF AEC SMALL-BUSINESS PROGRAM 


The manager of each AEC operations office in the field is responsible 
for the development of suitable small-business programs and pro- 
cedures relative to his direct procurement operations and the procure- 
ment programs of his cost type contractors. 

Senator Scnuorpret. In other words what they should do then in 
order to save a lot of time and duplication of effort—these are the 
people that should be contacted. 

Mr. Taytor. That is right. Accordingly, each AEC field office 
has established small-business programs which are consistent with 
both the above policies and the scope and character of their purchasing 
activities. 

Irrespective of the type of activity, the achievement of maximum 
practicable participation of small business and the appointment of 
small-business representatives in each AEC field and major cost-type 
contractor purchasing office are elements of every program. 

AEC is also ac pate in the matter of keeping small-business concerns 
informed. The January 1955 revision of Selling to AEC is now 
available together with a new edition of the AEC publication, A Guide 
for Contracting of Construction and Related Architect-Engineering 
Services.””7 We left a number of copies with the committee last year. 
These are revised copies that we will leave with you again this year. 

Mr. Forsyrue. Very good. 

Mr. Taytor. AEC invitations to bid are also submitted to the 
Commerce Department’s Synopsis of United States Government 
Proposed Procurement, Sales, and Contract Awards, and continuing 
contracts are maintained between AEC and contractor offices and the 
regional offices of SBA. We feel that the AEC-SBA relationship 
merits special mention. AEC assistance to small business is high- 
lighted by an agreement with the Small Business Administration. 
The agreement provides for the establishment of working relationships 
between appropriate combinations of AEC field offices and SBA 
regional offices. AEC and contractor purchasing offices work with 





2° Retained in committee files, 
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the SBA office for the region in which they are located. Operating 
procedures are arranged by the respective AEC and SBA field offices 
In our estimation the present arrangement has worked very well. 


ORGANIZATION AND TYPES OF CONTRACTORS 


Responsibility for the execution and administration of contracts 
has been decentralized to 10 operations offices and their area offices 
and authority commensurate with this responsibility has been dele- 
vated to each office. AEC does not operate a central supply system 
or maintain central supply depots for purposes of distribution. Gener- 
ally speaking, the principal types of contractors employed by AEC 
are: (1) Those that furnish services, such as the design, construction, 
and operation of Government-owned facilities; (2) those that furnish 
the supplies, equipment and materials necessary for the construction 
and operation of such facilities; (3) those that do research and develop- 
ment work. 


CONTRACTORS THAT FURNISH SERVICES 


The contractors that provide services for the design, construction, 
or operation of major AEC facilities do so ordinarily under some form 
of a cost-reimbursement arrangement; contracts of this type are used 
when the scope of the work to be performed cannot be sufficiently 
well defined within the time available to permit the use of a fixed- 
price-type contract. In terms of dollars, cost-type contracts account 
for approximately 85 percent of the dollar volume of all the prime 
contracts let by the Commission. Each of these contractors is 
required to establish a small-business program consistent with policies 
set forth above. 

SUPPLY CONTRACTORS 


The second type of contractor furnishes supplies, equipment, and 
materials used in the construction and operation of AEC plants. 
For the most part these products are purchased by the prime cost-type 
construction and operating contractors described above. The prod- 
ucts ordinarily lend themselves to—and are purchased by—the normal 
competitive procurement methods and it is in this area of procurement 
that small-business opportunities are greatest. The items purchased 
cover an extremely wide range and include structural steel, lumber, 
electrical gear, pumps, compressors, motors, piping, valves, con- 
trollers, protective clothing, tools, electronic equipment, chemicals, 
fabricated parts and subassemblies, house trailers, laboratory equip- 
ment—to mention only a few. 


RESEARCH AND DEVELOPMENT CONTRACTORS 


The third category of contractors involves research and develop- 
ment. AEC contracts with universities, colleges, industrial labora- 
tories, and other research institutions for both basic and applied 
research in fields of special interest to the atomic energy program. 
We recognize the importance of independent research and it is AEC 
policy to assist competent investigators working in an environment 
favorable to productive research along lines which the scientist 
himself considers promising and consistent with the interests of his 
institution. Usually, his institution continues to make its normal 
contributions to his research expenses. 
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Suitability of procurement: It has been common practice for several 
years to attempt an evaluation of procurements relative to the ability 
of small business to perform. This evaluation has been variously 
described by such terms as “susceptibility,” “suitability,” “potential,” 
and others. We use the term “suitable” and have set up the following 
tests: A procurement is suitable for performance by small business if 
(1) a small-business concern has ever submitted a bid for the item 
concerned, (2) in the judgment of the contracting officer the item 
concerned can conceivably either be produced or supplied by a small- 
business concern, or (3) the Small Business Administration is able to 
provide a qualified bidder which is a small-business concern. The 
determination of suitability, as we employ it, is an administrative tool 
to assist us to evaluate the effectiveness of our programs. It is not a 
method of determining who is eligible to receive invitations. Based on 
our experience, it looks like small business gets about 75 percent to 
80 percent of the AEC procurement suitable for small business. 

Senator ScHoOEPPEL. Over what period of time has that percentage 
result been shown? In the last 2 or 3 years? 

Mr. Taytor. The last 2 years. 

Senator ScHorerrEL. The last 2 years? 

Mr. Taytor. Yes. 

Senator ScuorpreL. Thank you. 

Mr. Taytor. Contract action reporting system: It is conventional 
for Government procurement agencies to establish systems for the 
collection and publication of prime-contract action statistics. AEC’s 
reporting system includes the collection of statistics with respect to 
subcontracts and purchases made by its major cost-type primes. 
Cost-type contractors submit reports on their procurement activities 
in sufficient detail to permit analysis from a small-business-participa- 
tion standpoint as well as other matters of policy and procurement- 
planning significance. This system enables AEC to measure the 
effectiveness with which its small-business polic, y is carried out by its 
cost-type prime contractors. 

Contract action statistics: We have taken a look at AEC small- 
business policies, program implementation, and other matters in 
terms of AEC background, organization, and procurement methods. 
Now here are some statistics that will indicate the kind of results we 
have been able to achieve. As I have indicated, AEC’s program for 
small business is directed essentially to the subcontract level. The 
record for the past 5 years is as follows: 





| Total Ceteetivent oi to 
alee ad dollars to | sma 
Fiscal year _ oo small | business 
|  Gouers business | 
| 
SES obdp tan tecie abel cncn diet espe eal elena lesa | 785, 500, 000 209, 700, 000 | 26, 700, 000 
I i a Sag Da is Acti ia aaa ee la haa ke, | 743, 500, 000 259, 000, 000 | 34, 800, 000 
ao Des sek abAinica asc leaie ee Sl chain a aaa 6 SEE wenn e 783, 200, 000 311, 600, 000 | 39, 600, 000 
sO ee. cdse esas daw aceelee ed Gielen doin eeenctl eee bbe adnate | 528,000,000 | 207,000,000 | 45, 500, 000 
085 I a a ee a 248, 000, 000 | 112, 400, 000 45, 200, 000 


This is more graphically illustrated on a chart which is attached 
to the statement and shows a steady increasing percentage of partici- 
pation in subcontracts by small business. 

(The chart referred to follows:) 
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Mr. Taytor. Small business appears to fare as well in special 
phases of our work, such as weapons, research and development, and 
construction as it does in the rest of the program. For example, the 
Santa Fe operations office, which is concerned with weapons develop- 
ment and production reports that of 80 million subcontract dollars 
placed by its contractors during calendar 1954, $35.5 million, or 44 
percent, went to small business. ‘This is estimated to represent 75 
percent of the procurement that was suitable for small business. 

The field of research and development and, in particular, the sub- 
marine reactor program, is of considerable current interest. It involves 
highly technical and complicated precision work. Yet the results of 
the Westinghouse Corp., as reported by the Chicago operations office, 
are equally impressive. During calendar 1954, Westinghouse sub- 
contracted $6.9 million to small business. This represents 62.4 per- 
cent of $11 million subcontracted, and is estimated to be 90 percent 
of the business suitable for small business. 

Here are some very recent figures for one of AEC’s largest construc- 
tion jobs, the Savannah River project with the Du Pont Co. as the 
construction contractor. From December 1950 through December 
31, 1954, the total subcontract dollars amounted to $548.6 million. 
Of the total, $245.5 million or 44.7 percent went to small business. 
Finally we are pleased to note that during the January, February, 
March quarter of 1955, 51.5 percent or $38.3 million out of a total of 
74.7 million subcontract dollars went to small business. 

Conclusion: The staff of your committee has been most cooperative 
and helpful and we will continue to appreciate any suggestions which 
the members of your committee or staff may care to make regarding 
our activities in the area of small business. 

Thank you. 

Senator ScHorpPEL. Thank you, Mr. Taylor. 

Does the staff have any questions they wish to ask? 

Mr. Forsyrue. Mr. Taylor, on page 7 of your statement you state 
that in the area of suitability it looks like small business gets about 
75 to 80 percent of the procurement suitable to small business. Are 
those figures fairly firm on the basis of your reporting system or are 
they estimates, or how close can you figure those percentages? 

Mr. Taytor. I believe it is impossible to say that they are firm 
figures. They are our best estimates based on contractor reports on 
what is considered to be suitable for performance by small business. 

Mr. Forsyrus. Then in your subcontracting figures, you covered 
those pretty well. Do you have any figures on the percentage of 
prime contracts going to small business? 

Mr. Taytor. I don’t have them with me, Mr. Forsythe, but the 
percentage of prime contract dollars that goes to small business would 
be relatively small. 

Mr. Forsyrtue. I realize that. 

Mr. Taytor. We are selecting contractors to operate our principal 
facilities that are buying people. They have to be buying people 
due to the very nature of AEC’s activities. 

Mr. Forsytue. Do you find any reluctance by the prime contrac- 
tors to set up the small-business policy you have established? 

Mr. Taytor. I have not found any resistance among any of our 
prime contractors in setting up a subcontract program. 
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Mr. ForsytHe. Do members of AEC go around and visit these 
prime contractors’ plants from time to time to encourage them on 
the subcontracting program? 

Mr. Tay or. Yes, sir. I visit our operations officers for the purpose 
of being sure that our staff is alert and working in connection with 
the small-business program. I visit the principal cost-item contrac- 
tors very frequently to see how they are coming along on the program, 
to keep them encouraged, and particularly to measure results. Our 
small-business specialist, Mr. Read, visits field offices and contractors 
for the purpose of following up on the program. 

Mr. Forsytue. I wonder if you can furnish for the record so we 
can publish it and get it around a list of the small-business repre- 
sentatives in the field? I imagine that it is in the book you have 
there. 

Mr. Taytor. I do not believe it is set out separately in this book 
as small-business representatives but we will be pleased to send it to 
you. 

Mr. Forsytue. I think it would be helpful. <A lot of these small- 
business firms write in for copies of our hearings; if that list is there 
they will know whom to contact and it will save time to write in asking 

rr those people. 

Mr. Taytor. We will do that. 

(Following is the data subsequently supplied by AEC 


Exutipir 24 


UNITED STATEs A1oMi 
Wash 
Ropert A. Forsyrut 
Counsel, Select Committee on Small Business, 


Un ted State 


Dt aR Mr. FORSYTHE: During the recent heari: 
mall Busine ss Committee you asked AEC for a] 
sentative The name of the representative f 
set forth hel iow: 


Operations Office: 
~ Chieago 

Grand June tion. 
Hanford __----- 
Idaho Pa 2 
New York__- 
Oak Ridge-_- 
Santa Fe-_ 
Schenectady 
Savannah River- 
San Francisco- 


Sincerely yours, 


Director, Division of Cor 


Procurement personnel to be contacted for information on contract oppor- 
tunities with the Atomic Energy Commission: 


Chicago Operations Office, United States Atomic Energy Commission, Post Office 
Box 59, Lemont, Ill.: R. Sundene, Chief, Procurement and Property Branch, 
Supply and Services Division 

Hanford Operations Office, United States Atomic Energy Commission, Post 
Office Box 550, Richland, Wash.: R. M. Hetzel, Purchasing Officer 

Grand Junction Operations Office, United States Atomic Energy Commission, 
Grand Junction, Colo.: J. L. Lowery, Property and Supply Supervisor 
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Idaho Operations Office, United States Atomic Energy Commission, Post Offic: 

Box 1221, Idaho Falls, Idaho: K. W. Grundmeyer, Supply Officer 
New York Operations Office, United States Atomic Energy Commission, Post 

Office 30, Ansonia Station, New York 23, N. Y.: Alice Hodnett, Purchasing 

Officer 
Oak Ridge Operations Office, United States Atomic Energy Commission, Post 

Office Box E, Oak Ridge, Tenn.: James T. Keohane, Purchasing Officer 
San Francisco Operations Office, United States Atomic Energy Commission, 518 

17th Street, Oakland 12, Calif.: R. A. Trybul, Chief, Property Management 

Branch 
Savannah River Operations Office, United States Atomic Energy Commission, 

Post Office Box A, Augusta, Ga.: B. S. Milburn, Chief, Procurement Section 
Schenectady Operations Office, United States Atomic Energy Commission, Post 

Office Box 1069, Schenectady, N. Y.: C. H. Schaefer, Director, Contracts and 

Procurement Division 

Mr. Forsyrue. That is all I have. 

Senator ScHoEPPEL. It is now 5 minutes to 11 and I will have to 
leave. I will turn the hearing over to you, Mr. Forsythe. My office 
will be represented by Mr. Warden of my staff. I apologize to you 
gentlemen who were here on time. I did not know whether I would 
be available. I thought some of the other Senators would be down. 
These things happen at our end of the hill and I know you fellows have 
the same difficulty. 

PROGRESS PAYMENTS 


Mr. Forsyrue. Mr. Bachman, I think we will have progress pay- 
ments first. 

I might say that at last vear’s procurement hearing we discussed 
with Mr. Bachman the use of progress payments, in regard to contract 
financing. At that time we had had some complaints concerning 
Department of Defense directives, which led to some confusion on 
the part of small-business people, their thinking being that the direc- 
tives indicated a reluctance on the part of the Department of Defense 
to use the program of progress payments. At that time Mr. Bach- 
man came before the committee and he assured this committee, and 
we printed it in our hearings, that that was not the case. 

He explained the purpose of the directives. We included in our 
hearings a good amount of implementation and the committee thought 
it might this year be well to recall Mr. Bachman and receive from him 
any additional information he might wish to place in the record which 
will further illuminate this particular subject of procurement. 

Mr. Bachman, I understand that you have some statistics that 
have been compiled since last year’s hearings on this subject. Is 
that correct? 


STATEMENT OF JOHN S. BACHMAN, CHAIRMAN, CONTRACT 
FINANCE COMMITTEE, DEPARTMENT OF DEFENSE 


Mr. Bacuman. That is right. 

The three-page document that you have, I believe that I gave them 
to you last week.*° That set of statistics, as I told you, was aimed at 
meeting the observations in the committee report of last August in 
which you indicated a desire for a breakdown as to the percentage of 
progress payments paid to small-business firms and to large-business 
firms and a showing of the dollar amount of progress payments to 





30 See summary of progress payments Exhibits 26, 26a, 26b, p. 257 
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small and large businesses and some breakdown with regard to se 
tors of industry and a breakdown by dollar-size classification of the 
contracts having the progress payments. I believe we have that 

If you would like to have that 

Mr. Forsyrue. | think we will give a copy to Mr. Warden and to 
anybody else who may be intereste ed, before we go any further; there 
was a directive last year, I believe, bearing on the subject of progress 
payments which was not received in the record or files in time to 
permit publishing it in the printed hearings, and I think that should 
be placed in the record at this point, because it is a rather important 
document. 

Mr. BacuMan. Do you mean the directive of April 22? 

Mr. Forsyte. I believe that is it. 

Mr. Bacuman. That is Defense directive No. 7840.1. I have a 
copy of that. 

Mr. Forsytue. Will you give the reporter a copy of that? 

(The directive referred to follows:) 


Exuisir 25 
April 22, 1954 
No. 7840.1 
DEPARTMENT OF DEFENSE DIRECTIVE 


Subject: Defense supply contract financing—Progress payments based on costs 
References: (a) Department of Defense Directive No. 7800.1, dated October 30, 
1953, subject: Defense contract financing policy. 
(6) Department of Defense Directive No. 7840.1, dated February 15, 
1954, subject: Defense supply contract financing——Progress 
payments based on costs. 


I, PURPOSE 


It is the purpose of this directive to clarify certain questions that have arisen 
under references (a) and (6), with particular regard to the general order of prefer- 
ence for forms of financing stated in reference (a), the requirement of references 
(a) and (b) that Government financing be provided only when reasonably necessary 
and the provision of reference (6) that progress payments should be only supple- 
mentary to private financing, including guaranteed loans. 


Il. CANCELLATION 
Reference (6) is canceled. 


III. STANDARDS FOR CUSTOMARY PROGRESS PAYMENTS BASED ON COSTS 


It is not and has not been the policy of the Department of Defense that the 
proper use of progress payments should be stopped or unreasonably curtailed. 
Progress payments are sometimes necessary and useful to supplement the working 
funds available to defense contractors of all sizes. It should seldom be necessary 
for progress payments based on costs to exceed 90 percent of direct labor and 
material costs, or 75 percent of total costs, of the work done under the undelivered 
portion of the contract. 

Certain types of production contracts involve a long ‘‘lead time’”’ or preparatory 
period, normally approximating 6 months or more between the beginning of work 
and the first delivery, and may require contractor’s predelivery expenditures that 
will have a material impact on the contractor’s working funds. Familiar examples 
include, among others, contracts for aircraft, engines, complex items of electrical 
or electronics equipment, heavy handling equipment, production machines and 
equipment, tanks, and other items of heavy ordnance. 

Progress payments have been traditional and customary on this class of con- 
tracts, on the basis of not more than 75 percent of total costs or 90 percent of 
direct labor and material costs, of the work done under the undelivered portion 
of the contract. Higher percentages have been provided in recent years. Such 
higher percentages, for future procurement, will be regarded as unusual, and not 
within the category of customary progress payments. 
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When requested by contractors who are known (from experience or adequate 
preaward investigation) to be reliable, competent, and capable of satisfactory 
performance, to have an adequate accounting system and controls, and to be in 
satisfactory financial condition, provision for progress payments up to but not 
exceeding the percentages and bases specified above, in the class of contracts 
described above, is regarded as reasonably necessary within the meaning of 
reference (a). In such cases it is not necessary to require projections of cash 
receipts and expenditures or other demonstration of actual reasonable need for 
progress payments. To this extent, for this class of contracts, the general prefer- 
ence for private financing, including guaranteed loans (reference (a)), does not 
apply. 

When costs other than for direct labor and material are in the base for progress 
payments, the percentage of the contract price of delivered items to be applied 
for liquidation of progress payments will be not less than the percentage of costs 
upon which progress payments are based, e. g., when progress payments are 
based on 75 percent of all costs, liquidation will be at a rate not less than 75 per- 
cent of the contract price of separate items as they are delivered. When progress 
payments are based on 90 percent (or specified lesser percentage) of the costs of 
direct labor and material, the rate of liquidation of progress payments will be 
not less than 90 percent (or the specified lesser percentage) of the percentage of 
estimated total costs represented by the estimated costs of direct labor and 
material. Thus, for example, if the base for progress payments is 90 percent of 
the costs of direct labor and material, and if estimated costs of direct labor and 
material are 70 percent of total estimated costs, liquidation will be at a rate 
not less than 63 percent (90 times 70) of the contract price of separate items as 
they are delivered. 

This directive is applicable to all contracts of the class described above, whether 
such contracts are large or small, and to all contractors regardless of the size of 
the contractor. However, in order to minimize administrative effort and expense, 
progress payments will be discouraged on relatively small contracts of the stronger 
and larger contractors, e. g., contracts for less than $1 million, unless the cireum- 
stances of a group of such contracts, for contemporaneous performance, make such 
contracts the approximate equivalent of a larger contract that would have a 
material impact on the contractor’s working funds. 


IV. STANDARDS FOR UNUSUAL PROGRESS PAYMENTS BASED ON COSTS 


Progress payments based on costs, other than progress payments of the class 
and within the limits set forth in part IIT of this directive, above, will be regarded 
as unusual, and will require special approval. This is deemed necessary for the 
purpose of minimizing risks, and in order to establish and maintain the greatest 
practicable uniformity with regard to such progress payments within and among 
the military departments. Any contractor seeking provision for progress pay- 
ments that is unusual, within the meaning of this directive, will be required to 
demonstrate fully his actual need therefor, with due regard to the preference for 
private financing, including guaranteed loans (reference (a)). Requests for unu- 
sual progress payments shall be approved only under exceptional circumstances 
and must have the specific approval of the head of a procuring activity (ASPR 
1—201.4), or of a general or flag officer designated for that purpose. 

Such cases must involve a preparatory period requiring contractor’s predelivery 
expenditures that are large in relation to the contract price and in relation to the 
contractor’s working capital and credit. Contract provisions for progress pay- 
ments in this category will be only supplementary to private financing, including 
guaranteed loans, in amounts necessary for contract performance. The percentage 
rates and cost bases for progress payments on new procurement in this category 
will be determined on a minimum basis commensurate with the contractor’s 
production schedule requirements and minimum inventory lead time, with due 
regard to the contractor’s projected cash needs, cash resources, and their planned 
application. 

For the time being, all requests involving progress payments at rates exceeding 
90 percent of direct labor and material costs or exceeding 75 percent of total costs, 
if regarded favorably by the head of a procuring activity (ASPR 1—201.4) or by a 
specially designated general or flag officer within a procuring activity, will be 
forwarded, with supporting information, for approval of a designated office or 
person at departmental headquarters of the military department directly con- 
cerned. Such office or person may be the contract financing office at departmental 
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adquarters (reference (a)), or such person or persons, locat 
eadquarters and responsible to the Under or Assistant Secretar 
e comptroller function, as may be designated for t 
Assistant Secretary. Such requests, before ay 4 
eedily with representatives of the other military departn 
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th the same contractor, so that resubmission of fut 
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GENERAL CONSIDERATIONS 


Progress payments require careful administratio1 
ents and losses. In all cases the p! vsical progress 0 
ited periodically to assure that the progress payments 
e value of the work actually accomplis! ed on the ell 
ontract in conformity with the contract requirements (lso, 
rogress payments should not be permitted to exceed the 
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iversely affect contract performance and the liquidati 
nd timely opportunity for any action that may be appropriat« 
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ympletion, or that the contractor has adequate resources 
f the unpaid balance of the contract price is inade 
ympletion. 
In the process of reviewing individual progress payn 
ereafter established, action to reduce or slow dow 
crease liquidation rates (unless justified on other grou m 
unsatisfactory performance) should be consistent with contract provisions 
ever taken precipitately or arbitrarily Any such reducti )f progress payments 
n active contracts (other than normal liquidation pursuan the contract 
should be effected only after notice to and discussion wi t ‘ontractor, : 
fter full exploration of the contractor’s financial condition t vail 
redit arrangements, projected cash requirements, eff 
eduction on the contractor’s operations and generally, 
articular situation. Where contract performance is sa 
either overpayment nor anticipated loss, proper progr« 
erified, will be paid promptly when earned and billed it 
rovisions, even though the terms of the particular « 
avymept discretionary rather than mandatory, and suc 
ot be held up or denied because of the contractor’s lack 
The standards set forth and referred to in this dire 
situations where it is contemplated that contracts 
ayments based on progress payments made by a prin 


ractor. However, when progress payments 
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VI. EFFECTIVE DATE 


This directive is effective upon issuance. It has equal application to produc- 
tion contracts and to contracts for research and development. It applies to new 
contracts involving progress payments based on costs, to new supplements or 
amendments increasing quantities under existing contracts, and to any amend- 
ments or supplements providing for progress payments based on costs under any 
contracts not presently providing for progress payments. Part V, above, is also 
applicable to existing contracts, whenever consistent therewith. Copies of this 
directive will be distributed promptly by the military departments to all personnel 
concerned with the making of contract provisions for progress payments based on 
costs, or with the administration of such progress payments. It is contemplated 
that additional directives will deal more comprehensively with progress pay- 
ments, particularly progress payments based on percentages of physical com- 
pletion. 

C. E. WI.son, 
Secretary of Defense. 

Mr. Forsyrne. I would like to ask this question to lead off, Mr. 
Bachman—that is, whether or not during the course of the last year, 
your office has had any complaints from either small- or large-business 
concerns concerning the use of progress payments. 

Mr. Bacuman. The complaints have been very encouragingly rare 
and infrequent. I have here one complaint. I believe there were 
two altogether on that point. There was 1 complaint by 1 concern 
which wrote to the Secretary of Defense—this was last October— 
saying that they understood that progress payments were not avail- 
able on contracts less than a million dollars face amount. That was 
answered by pointing out the content of this directive 7840.1, which 
does say that in order to minimize administrative effort and expense, 
progress payments will be discouraged on relatively small contracts 
of the stronger and larger contractors; for example, contracts for less 
than a million dollars. The same gentleman referred to one buying 
office, one of the departments. They were familiar with the company. 
They reported that they had had no request from the company for 
progress payments on any contract that did not have them. They 
did have a progress payment in force on 1 contract of $39,000, and 
that if he had a financing problem, they would be glad to try to help 
him out. That was reported to the gentleman and as far as I know that 
ended the case. 

Mr. Forsyrtue. I gather from a reading of this document * here that 
what you have tried to do is No. 1, set an evaluation number on con- 
tracts at a million dollars. But you relate that to so-called larger and 
stronger contractors; so there you are, as I interpret it, discouraging 
large prime contractors, or what you would call strong prime con- 
tractors, to come in for progress payments on so-called small contracts. 

Mr. Bacuman. That is correct. The “stronger and larger,’ we 
think, still does not apply to small-business concerns. I think these 
statistics demonstrate that the smaller contracts have a very consider- 
able segment in numbers of the progress payments. } 

This page 3 of this summary which is dated 19th of April shows 
that—if you want me to read it? 

Mr. Forsyrue. All right. 

Mr. BacuMan. In summary, it shows that starting with contracts 
with face amount less than $25,000, and running up through the 
several brackets to contracts of a million dollars, that out of a total 
of 2,358 contracts with progress payments outstanding at the end of 
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last December, 1,274 of them were contracts of not over a million 
dollars; that being, as I have calculated it— although it does not show 
on the table —54 percent of the total number of contracts with progress 
payments. If you want it, I will extend it arithmetically to give the 
percentages on these several brackets. 

Mr. Forsyrue. I would like to have that very much. 

Mr. Bacuman. In the first bracket, less than $25,000—it comes to 
9.4 percent of the total number of contracts; $25,000 to $50,000, 

percent; $50,000 to a hundred thousand, 9 percent; $100,000 to 
$200,000, 9.3 percent; $200,000 to $300,006, 5.2 percent; $300,000 to 
$500,000, 7.7 percent; and $500,000 to a million, 9.3 percent. 

Allowing for some noncomputed additional decimals, that leaves 
46 percent of the total number of contracts having progress payments 
at face amount over a million dollars. 

Mr. Forsytue. In tabulating these statistics, you have broken 
them down, Army, Navy and Air Force. Then a total for the Depart- 
ment of Defense, I assume, in the actual operation of making decisions 
as to who shall receive progress payments and to what extent they shall 
be used that that decision is made within each of the military services? 

Mr. Bacuman. That is correct. 

Mr. Forsytue. Your office and you personally do not make any 
of those decisions on a day-by-day basis. 

Mr. Bacuman. That is right. 

Mr. Forsytue. That being the case—and we went into this last 
year and I want to get a repeat on it—do vou find that the Army, 
Nav v, and Air Force have impleme nted the directives which you have 
turned out in a manner which is satisfactory to you and to your 
committee? 

Mr. Bacuman. I do think so. During the last year I have been 
around to a number of places that have given some considerable 
sampling of what actually goes on. Our headquarters people from 
all three of the Departments have done considerable traveling around 
on the same point and I think there is very satisfactory performance. 

Mr. Forsyrue. Are you satisfied generally as to the uniformity 
of the application? 

Mr. Bacuman. Yes. We found in the Air Force, for example, that 
they having done about the same thing the Army has done in the 
field, by the process of bringing people in from the Air Force to the 
Air Materiel areas with the procurement district people represented, 
they have a very widespread good understanding of what this is about. 

Mr. Forsyte. Can you relate some of the reasons for not granting 
progress payments, assuming that someone makes application and 
requests it and it is turned down—what are the types of reasons that 
are used to decline a request for a progress payment? 

Mr. BacuMan. Let’s take a rather simple example, a contract for 
$50,000 for undershirts or some similar goods or pots and pans, with 
deliveries to start within 30 days, more or less, of the date of the con- 
tract and to follow on a schedule for later deliveries, with payments 
to be made for those deliveries at the stated contract price for the 
units of delivery. That kind of a case would fall in what we call the 
unusual category of progress payments. It is the kind of a case where 
they have never been found necessary, where they are not used in 
private business in the same lines of activity and they simply have 
not been done and nobody has every found any particular reason for 
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promoting progress payments for the companies in that kind of 
activity. They have the capital, they have the funds available, banks, 
other lenders, SBA, in some instances, we felt that among other things 
to undertake to promote progress payments where there is not or 
have not been progress payments and where nobody has suggested 
any particular reason for having them would be a quite unfortunate 
intrusion, if you like, by the Government into established commercial 
and private financing methods. 

Mr. Forsyrue. With the same fact situation that you presented, 
I assume the military, despite the history of not granting progress 
payments, would review the request closely and give the person 
requesting it a fair hearing as far as reviewing the claim and con- 
sidering it. 

Mr. Bacuman. I assume so, although in the situation I described 
the progress payment would be something that would come after the 
buyer was fairly satisfied that other forms of financing were not avail- 
able. 

Mr. Forsyrue. Are there any other reasons that you can think of 
for not granting progress payments? 

Mr. Bacuman. The reason for the progress payment is the custom 
that has grown up over many years, that custom geared primarily to 
what seemed to be the necessities of various lines of procurement. 
I am not saying that they are presently geared to actual necessity. 
That is not the policy. I think the reason I gave is the primary reason. 

If unnecessary, if historically something. that has not involved 
progress payments, there is no good reason to try to go further. 

IT might add that without knowing any exact figures that if the sys- 
tem were extended where it was semiautomatic, let us say, for all con- 
tracts, then in the great tremendous number of small procurements, 
adding on progress payment would present a tremendous adminis- 
trative workload to the detriment, I believe, of everybody. 

Mr. Forsyrue. Which would be out of proportion to the value of 
the contract? 

Mr. Bacuman. That is right. 

Mr. Forsyrue. I would like the record to show that the committee 
appreciates the submission by Mr. Bachman of these statistics. 

I might say that it is the first time, at least that our committee has 
had a breakdown as complete as this on the use of progress payments, 
and I think it will be helpful to us in the future in case we get any 
further complaints or requests for information concerning progress 
payments. 

Have you had in prior years, Mr. Bachman, a breakdown as complete 
as this as far as submitting it to the general public is concerned? 

Mr. Bacuman. No. Last year you will recall at the hearing ques- 
tions were raised about some showing as between small and large, 
and after the hearing the three Departments were able to put together 
the figures that are in the record of last year’s hearings, I believe, which 
are comparable to the first six lines of the first page of this statement. 

Mr. Forsyrue. That is right. 

Mr. Bacuman. The rest of it was fragmentary. I might say that 
this thing, as I told you the other day, has moved a long way in the 
direction of having some figures over the last very, very few years. 

Mr. Forsytur. Do I interpret that to mean that it might be helpful 
to others in addition to this committee? 
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Mr. BacuMan. I have no idea. I think the thing that I am cheered 
about is the quite sizable representation of small-business concerns in 
this progress-payMent picture. 

Mr. Forsyrue. The committee is too, | might add. Do you intend 
to keep a compilation so we can have it from time to time? 

Mr. BacuMan. It is like some of the other statistics, these can be 
put together from time to time when there is some occasion for it. 
The reporting system has never been amplified in such a way as to 
regularly produce this much information, although it is always avail- 
able. From the point of view of economics and laborsaving, it 
seems to us a better way to do it. It can be put together as of any 
given time with a little advance notice. 

Mr. Forsytur. Would a year’s advance notice be enough if we 
wanted them at the hearings next vear? 

Mr. BacuMan. I am sure it would. 

Mr. Forsytue. We will make a request then at this time 

[ have a question from Senator Goldwater. He was unable to be 
here today. This has nothing to do with the progress payments 
Being connected with the financial side, he thought vou might be 
able to help him out with an answer. 

Several Senators from the West-—Oregon, Washington, Arizona, 
and Montana—have picked up in about the last 3 or 4 months 
trickle of complaints along this line; small-business men who are 
subcontractors to primes are writing into the Senators trying to 
figure out how they can collect their money from the primes. It 
seems that the primes have been paid after completion of the work. 
There is no question about the quality or delivery schedule or any- 
thing else. The work is accomplished. It has been accepted by the 
military departments and delivered. 

The prime contractor gets paid. Now, the subs are coming in, 
and they are trying to find out from the Senators how they can get 
paid. It seems that the prime contractors are in some cases not very 
prompt in their payment to the subs and the small-business con- 
cerns, some of them are not in the type of financial status who can 
stand a delay in their payments. 

The Senator wanted to know if there was any possibility at all of 
meeting that problem in the contract itself with a stipulation or pro- 
vision as to prompt payment to subcontractors by the primes. 

The committee realizes that the principal contract in this case is 
between the military departments, buying agency and the prime. 
The question is just thrown out to you as one who is an expert on 
contract financing to explore the possibility for some remedy. 

Mr. BacumMan. Are those complaints in the field of construction or 
are they related to supply contracts? 

Mr. Forsyrue. Most of them are in the field of construction 

Mr. Bacuman. I see. 

Mr. Forsytue. There are a few on supply. 

Senator Goldwater’s specific case was construction. 

Mr. Bacuman. In construction—lI don’t profess to know the details 
of it—-as I have heard it, the Miller Act is the main reliance of the 
subcontractor. I recall only one illustration. A few months ago | 
had a call from some small subcontractor out here in Maryland and he 
indicated that he was having trouble getting paid by his primes and 
in that instance I suggested talking to the office, Chief of Engineers 
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this was under an Army Engineer contract —where I was confident 
he would get whatever proper help he could get and that is the last I 
ever heard of. 

As to the matter of doing this by contract, it is a good deal bigger 
problem than I would be in a position to offer any advice on. 

I have seen instances, including the one I mentioned, where you 
might say voluntary assistance of Government personnel has been 
used. But the thing reaches a point in a given case where the prime 
contractor does not have the money. If he is in bankruptcy and over 
his head and what-have-you, it takes a little more than a contract 
provision to cure that. 

Mr. Forsyture. The committee realizes that any subcontractor 
has the remedy at law. However, when they come to us, it is not 
much consolation, because we realize that in most States your court 
dockets are running anywhere from 12 months to 2 years behind. A 
lawsuit can be brought, but it is not a remedy with that period of time 
involved. 

As | say we are merely exploring it and seeing if there is any kind of 
possibility of affording any kind of cooperation to the subs in this 
particular problem. 

Mr. Bacuman. By and large, I think it would come from financial 
troubles of the prime contractor. They are hard to escape sometimes. 

If I may, I would like to take a moment to mention this. I think 
it might be helpful in your record. Two years ago in your report 
that related to a cooperative venture between this committee and 
quite a list of major prime contractors, that you did state in your 
report—and I should have said it in relation to this statistical data 
which itself does not relate to progress payments to subcontractors— 
your report said that it was also found that the devices available to 
the military to assist small contractors after they received awards were 
duplicated in the subcontracting procedures of the large primes. 
Such military devices as progress payments and assistance in locating 
and obtaining materials were found to be in common use by the large 
manufacturers. 

I think that would help to round out these statistics. There are 
no amounts. These figures evidently would be enhanced by such 
progress payments as are made by these contractors mentioned in 
your April 1953 report and others, to the extent that there are sub- 
contracts in fact to small-business concerns. 

On the other point, I think there are people in the Pentagon who 
would be much better qualified to deal with the complexities of that 
problem than I. 

(Discussion off the record.) 

Mr. Forsyrue. What particular provisions of the Miller Act were 
you referring to? 

Mr. Bacuman. The primary provisions that require payment bonds 
on the construction contracts and the further provisions to assure 
payment of bills for material and labor on construction. projects. 

Mr. Forsytue. Is there any other information you would like to 
give us from your point of view? Any observations you have on 
either procurement programs in its financing or other problems that 
come into your office where we might be of help to you? 

Mr. Bacuman. I don’t know anything at the moment. We have 
been very appreciative of the attitude of this committee and its staff. 
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| would like to renew our offer which I take it is : itual offer of 
assistance whenever and wherever required 

Mr. Forsytue. That is a mutual offer. 

All right. Thank you very much, Mr. Bachman 

The document referred to follows:) 


Exuirir 26 


Summary of progress payments on prime contracts at Dec. 31, 195 not including 
public works construction 


Number of contractors with out- 
standing progress payments 
Number of small-business contrac- 
tors with outstanding progress 
payments 
Small-business percent of contrac- 
tors with progress payments 
Number of contracts with progress 
payments outstanding 
Num ber of small-business contracts 
with progress payments out- 
standing -- 
Small-business percent of contracts 
with progress payments 
Face amount of contract? with out- 
standing progress payments 
Face amount of small-business con- 
tracts with outstanding progress 
payments : 121, 705 513, 106, O10 $306, 708 
Small-business percent of face 
amount of contracts with out- 
standing progress payments 5. 1 5 ) 3.3 
Progress payments outstanding $103, 567,762 | $2,352 580 81, 900, 000 $4. 438, 077, 342 
Progress payments outstanding 
with small business__- $22, 494, 705 $249. 443. s8 ARS. OOO $310, 523, 007 
Percent progress payments out- 
standing with small business 21.7 6. 99 


EXHIBIT 26 (a) 


Progress payments, by procuring activity, at Dec. 31, 1954 (not including public 
works construction) 


Small business Other than small business 


Number Face Progress Number Face amount Progress 
. " ai ) 

of amount of | payments of t; atonal payments 

i A)il ’ ’ 


contracts; contracts outstanding contracts outstanding 


Chemical Corps. ---- 6 | $4,890, 413 $792, 074 $340), 508 
Engineers ; 23, 866, 739 6, 838, 037 7, S15, 45 3, 782, 519 
Ordnance..........-- 35, 040, 547 4, 342, 138 3 3 » ae 20, 438, 271 
Signal Corps___. ae 56, 746, 009 10, 291, 431 103 4190, 923 56, 456, 462 
lransportation Corps__.- 1, 162, 121 231, 025 ] 5 49, 207 
BUSHIPS: 
Shipbuilding - - ___--- 317, 341, 040 , 451, 460 7 . 482, 490, 62 759, 117, 300 
Oe. saan oe 68, 586, 801 21, 920. 318 133 561, 283 99, 855, 813 
BUAER..... Rasdtich 57 57, 141, 141 , 818, 936 5 , 918, 873, 1, 129, 720, 561 
BUORD.....- a 51 50, 079, 439 5, 730, 618 905, 046, 453 110, 666, 726 
BUSANDA ah 27 5, 464, 192 , 614, 700 i 2 ; 1, 898, 856 
BUDOCKS 1 3, 146, 726 453, 939 
Marine Corps ae tone 5 1, 987, 969 366, 384 
ROM nat oe 16 5, 896, 076 1, 005, 146 , 3 199, 166 
4SO Philadelphia. ; 13 3, 462, 626 1, 081, 801 5 , 12 1, 707, 856 
Air Materiel Command 370 | 306, 708, 000 38, 585, 000 516 , 785, 1, 943, 315, 000 


Total 1,033 | 941, 519,839 310, 523, 007 , a2 7, 554, 573, 23 4, 127, 554, 335 


Note.—All Air Force dollar figures are rounded to thousands. 
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RESEARCH AND DEVELOPMENT 


Mr. Forsyrue. The next subject that we will 
s that of research and development. 

Again as a statement of reference, last vear for the first time this 
ommittee in its hearings included in its annual report mention of th 
possibilities to small firms of research and development work. | 
might add that we did it for two very specific reasons. No. 1: We 
wanted to determine the possibilities of small business participating 


in the military research and development program. No. 2: Realizing 


hat there would be a decrease in military spending we were exploring 
al avenues of small-business potential, so that we wenia be in a posi- 
tion to advise small-business firms of added avenues that they might 
explore, whereby they could put their plants to use in producing fo! 
the Defense Department. This vear we thought the wise thing to do 
was to follow it up, and have a short discussion of these research and 
development programs. 

1 would like further to add that last vear we did hold the discussion 
of research and development in executive session. | think it was 
mutually agreed after the meeting last vear that this committee did 
not get into, and did not intend to delve into matters which would be 
of a classified nature. 

We were looking more for general information, whereby we could 
advise small-business firms where to zo, whom to contact, and what 
to do to get into this program. 

Therefore, with that thought in mind again, that we are pot probing 
into classified material or those areas of research and development 
which would necessitate an executive session, we asked the military 
to come Over in open session, so the contact points, the people involved 
could be placed in our hearings when they are printed and small- 
business firms and large-business firms alike could have that informa 
tion if they got copies of our hearing reports. 

At this time I would like to call on the representatives of three 
services and the Department of Defense to relate to the committee 
briefly what a small-business concern has to do to intimate its interests 
in the research and development work and what are the possibilities 
and how much are they used in the research and development field 

We will start with the Army and follow with the Navy and then 
with the Air Force. 

You may proceed in the manner vou want. 

We found that most small-business firms have the fee ‘ling th: at Wash- 
ington is the place for research and development work and in many 
areas before we have been able to help them by nointine out exactly 
where they must go. I think we have saved = a lot of time and 
expense and trouble by being able to channel them upon request by 
letters as to where to go. I think that poimt should be covered in all 
the presentation as to where specifically this possibilitv exists geo- 
graphically for these firms. 








260 MILITARY PROCUREMENT—1955 


STATEMENT OF COL. JOHN M. CONE, CHIEF, PURCHASE BRANCH, 
PROCUREMENT DIVISION, OFFICE OF THE DEPUTY CHIEF OF 
STAFF FOR LOGISTICS, DEPARTMENT OF THE ARMY, DEFENSE 
DEPARTMENT 


Colonel Cone. Very briefly, insofar as the Department of Army 
research and development program is concerned, all that is necessary 
for a small business to do is to indicate what field it desires to work in, 
indicate further its capabilities or limitations and to get that informa- 
tion in the hands of the office that controls that particular type of 
contracting. 

I agree with you, sir, that Washington insofar as the Army is con- 
cerned, is entirely the wrong place to come. 

The Army, as you know, has a decentralized procurement operation, 
is decentralized on a commodity basis. To that extent it makes it 
easier for the small-business man to locate his commodity office by 
means of a number of publications available to him such as the pamph- 
lets, Purchased Items and Purchasing Locations of the Department of 
Defense, How To Do Business With the Department of Defense, and 
so on. If those, however, are not available to him, a visit to any 
Department of the Army procurement office will supply him with 
roughly the information he will require. 

He is then at liberty to and is encouraged to contact the commodity 
office dealing with the research and development projects in which he 
may be interested. 

From that point on, it is a question of his ability to clearly transmit 
his desires. He should develop the scope, limitations, commodity 
aspects, and prime or subcontract areas of interest to help him in ex- 
plaining his wishes to the purchasing office. 

Small-business participation in the Department of the Army re- 
search and development program we feel is excellent. 

As in the case of the Atomic Energy Commission, many of our 
major million-dollar projects such as the guided missile program are 
not suitable on a prime-contract basis to small business. There are 
other small end items, however, where they can and do participate. 

In general, in research and development, particulary in the basic- 
type research and in supporting-type research—that is, in reducing to 
practice basic scientific knowledge—we are after as many competent 
sources with technical know-how to accomplish the assigned task as 
we can find. Whether an organization is large or small is of secondary 
importance to that first priority item of know-how that we must keep 
in mind at all times. That is a summary of the Department of the 
Army program. 

Mr. Forsyrue. | have one question. At our hearings on April 20, 
Mr. Pike presented the new directive on subcontracting.*! 

Do you know whether it is the policy, or will be the policy of the 
Army to extend research and development to that policy, or putting 
it another way, will that policy cover research and development work 
as well as any other procurement activity? 

Colonel Conr. It is my belief that it can and should be extended 


to all types of contracting where small business can be a logical part 
thereof. 





1 See appendix 3, p. 276, Department of Defense instruction No. 4100.20. 
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Mr. Forsyrue. Do you have available somewhere statistical infor- 
mation as to breakdown of research and development work going to 
small, large, subcontract, prime, and so forth? 

Colonel Conz. I do not have it with me. 

Mr. Forsyrue. Is that available or is that a task that would be 
infair to ask? 

Colonel Conr. It is not currently available. It could be evolved 
by rather involved machine runs of statistical data. It could be made 
ivailable. 

Mr. Forsyrue. My thinking is that maybe I can throw it out as a 
suggestion that when we have our hearings next year, on military 
procurement, if someone would at least consider it when statistics are 
presented on the overall procurement picture. If we could get a 
breakdown on research and development, I think it would be help- 
ful. I don’t think the committee would expect to get it now. We 
have not asked for it in the past. I think it would be interesting next 
vear to see to what extent small business does participate. 1 make it 
as a suggestion only. 

Mr. Amis raises a point here that once in a while—it has happened 
three times in the last year—we will have a small-businesss man who 
comes in with a new item in his suitcase that he has developed and 
he brings it out on the desk and explains the workings of the mech- 
anism. 

The last one we had was a land-mine detector which was very 
portable and I was quite surprised that it came out of a little brief- 
case. When we got it all set up it was quite an extensive piece of 
machinery. Questions are sometimes asked, ‘‘Who do I go to show 
this to? I think it works. It is something I worked on for 5 or 6 
vears. I have had it tested by certain labs. Test runs indicate 
that it is a good product. Now I want to see somebody in the Defense 
Department, show it to them and see if I can get them to test it.”’ 
What do we do with a briefcase situation like that? He is in Wash- 
ington now. 

Colonel Congr. He shouldn’t have come. The proper place for him 
to go is to the research center where the technicians capable of evalu- 
ating that item are located. In no instance is that in Washington. 

Mr. Forsytue. So a phone call at least from us will determine 
which train and in what direction he should go to make his contact; 
is that right? 

Colonel Cone. That is correct. 

Mr. Forsyture. They ask some questions too as to whether the 
military will test these products. I assume that again is up to the 
technical branch involved. If it looks like it is interesting, and they 
want it, I assume they will run their own tests on it. 

Is that right? 

Colonel Cone. First of all there must be a need for the item. If 
there is no requirement for it, it would be unfair for the Government 
to spend money and time for an item which was not needed. If it 
offers possibilities for use as presented, or adaptability for other pur- 
poses, we will consider testing it. However, that is generally on a 
contract basis where both the inventor of the item and the Govern- 
ment have an understanding as to the purpose, extent, and coverage 
of the test. 

Mr. Forsyrue. Another incident comes to mind. I was out at 

he University of Minnesota Monday and a small-business man came 
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up to me after the meeting and said he has developed and perfected 
portable skis. They collapse and fold up. He has had them tested 
by several very reputable laboratories and testing concerns, who deal 
with skis and they tell him that he has potentially something which 
in a few vears they predict will be in commen use. He ‘has gone to 
commercial ski manufacturers and his claim is that skis, as a product, 
have not changed since the first ski was used in the past centuries, 
basically they are the same product. 

He has contacted the commercial firms who produce skis and they 
tell him they think he has a good product, but they are pretty well 
satisfied with their present skis. However, if he can get his skis used 
by the military they would become much more interested in the 
product than they are at the present time. He has made no contact 
with the military as vet, but he is in contact with the next Antarctic 
expedition and | understand that they are going to take his skis and 
use them on that expedition and put them through an informal! 
testing of actual practical use. 

He maintains that he thinks at least that this has a potential for 
military units who are going to be forced to use skis or who have used 
skis in the past. He wanted to know what he should do and where he 
should go to develop this collapsible ski. He argues that everything 
else is collapsible today—boats, rafts, fishpoles, rifles, ski poles. 
Everything else he can think of in this line of outdoor activity now 
collapses. 

He would like to further his pursuit on this matter. I told him that 
we were going to have a session on research and development and | 
would at least throw it out to see if anybody is interested. 

Are there any takers with you gentlemen here? I am not promot- 
ing the product. I have no stock in the company. I only met the 
man once. The idea intrigued me and I said I would like to present 
it for consideration. 

General Keisey. We would like a go at it for survival operations. 

Mr. ForsyruHe. Where would he make his contact? 

General Ketsry. Is he here in Washington? 

Mr. Forsyrue. He is in Minneapolis. 

General Ketsey. Write to the commanding general, Wright Air 
Development Center, Wright-Patterson Air Force Base, Dayton, 
Ohio. 

Mr. Forsyrue. Can I tell him that I did take it up at this meeting 
and you suggested that he make that contact? 

General Krusty. If you have his name we will contact him. 

Mr. Forsyrue. I have to get that down at the office. I do not 
have it with me. I was trying to remember it. 

How about the Army and Navy? 

Colonel Conn. The Army would be interested. I do not know 
frankly in what commodity field the ski would fall right now. I would 
suggest he address a letter to the Deputy Chief of Staff for Logistics, 
Department of the Army. We will see that it is sent to the proper 
agency. 

Mr. Forsyrue. Fine. Thank you. I| suppose the Navy could 
use water skis better than snow skis. 

Captain Coarrs. I do not think that is a Navy problem. 

Mr. Forsyrue. All right. 

Captain, would you like to tell us a little bit about Navy research 
and development? 


F 
r 
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STATEMENT OF CAPT. L. D. COATES, UNITED STATES NAVY, 
DEPUTY AND ASSISTANT CHIEF OF NAVAL RESEARCH, DEPART- 
MENT OF THE NAVY, ACCOMPANIED BY L. 0. LINCOLN AND 
COMDR. NEALE W. CURTIN, SUPPLY CORPS, UNITED STATES 
NAVY SMALL BUSINESS REPRESENTATIVE, OFFICE OF NAVAL 
MATERIAL, PROCUREMENT DIVISION 


Captain Coarss. I have a prepared statement to rea: 

_ Forsytue. All right. 

Captain Coates. Mr. Chairman, I am glad to have this opportunity 
to discuss with you the Navy’s research and development program 

th respect to small-business participation. 

Before speaking directly to this point, however, I should like to 
raw a distinction which should perhaps be made more often 

The words “research and development” are said toget] 
ently that there is a tendency to regard them as referring to a 
hing. 

Nevertheless, research is not the same thing as developme! 
is distinction is particularly relevant in the area which falls wi 
our interest. 

Development partakes very considerably of the character of pro- 
duction, an area which, as far as the Navy is concerned, has been 
covered in considerable detail by Commander Curtin in his earlier 
testimony before vou. I therefore consider it appropriate that my) 

marks should emphasize the research aspects of the Navv’s research 
“ development program. 

In the conduct of research we are necessarily operating in areas 
vhich are largely uncharted. We are dealing with many unknowns 
lf the end products could be accurately prescribed no research would 
be necessary. 

Any specific research project is a gamble; immediate positive re- 
turns may be anticipated from only a small percentage of the projects 
indertaken. 

We are, of course, verv much concerned that our program be so 
onducted that the likelihood of useful results be as large as possible 

Ever since the Navy’s entry into aon on a large scale we have 
followed a single cuiding prine iple, which we believe, insures this. 

We consider that the maximum success is assured in research by 
zambling on the scientific ability of the individual who is to underta 
the project, rather than on the facilities available to him or even on 
the specific project itself. 

We are concerned primarily with the scientific skill and creativity 
' the individual and this may bear no relation to the size of the 
rganization to which he belongs. 

Although industrial establishments are entering more and more into 
the field of research, the research skill of this country continues to be 

entered in the universities and colleges and to a somewhat lesses 
tent in nonprofit research institutions. 

The research capabilities of educational institutions are further 
oncentrated in their graduate schools. For these reasons th 

nation of what is big business and what is small business 

| of research is difficult. 


ier 
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Usual measurements of size of educational institutions such as 
enrollment or physical plant or even graduate school enrollment «: 
not necessarily bear any relationship to research potential. 

As we move from fundamental research into the area where applied 
research shades off into development, considerations other than th, 
capacity of the individual scientist assume increased importance. 

Here the physical magnitude of the research task and the avail- 
ability of facilities for research and for the production of experimental 
or prototype models assume larger proportions. In addition it 
becomes more and more possible to specify with some degree of preci- 
sion what is to be done and therefore factors of cost, which are always 
important, become more susceptible to control. 

The Office of Naval Research conducts the major portion of th: 
Navy’s research and what we call exploratory development, and its 
work is representative of the overall Navy efforts in this area. The 
following table shows the distribution of research and development 
procurement by the Office of Naval Research among educational and 
nonprofit institutions, big business, and small business, for the current 


fiscal year through April. 
EXHIBIT 27 


1 atl Dollar amount | Number of 
l'ype of organization ; es - 
yi 8 of procurement! contractors 


Education and nonprofit institutions -- : $23, 497, 291 
Big business__- 12, 103, 423 | 
Small business ‘ ‘ ender 3, 348, 414 


Total___- . _— ; . a 38, 949, 128 | 


It can thus be determined that we have contracts amounting to 
$15,451,837 with 122 private business establishments. Sixty-six per- 
cent of the contractors with 22 percent of the dollar amount ar 
classed as small business. 

The following table reveals that a substantial portion of the dollar 
amount going to big business involved projects beyond the scope of 
small-business operations. 


EXHIBIT 27 


Dollar 


Contractor amount 


Purpose 





a $650,000 | Air craft instrumentation for all-weather operation. 
Aerojet Engineering Co. ; 473,000 | Aerobee rocket program. 
Western Electric = 683, 000 | 
ERCO, Riverdale, Md___. | 1,092, 462 ara = F9F-3 operational flight trainers ¢ 
‘J-4 OFST. 
838,000 | Conversion of P2V5 operational flight trainers OFS1 
to P2V-7 OFST trainer device 21-3-20. 
Westinghouse Air Brake Corp__-_---- 453,992 | Prototype of operational flight simulator trainer devic: 
2-F-44 (Navy A4D flight trainer). 
919, 187 | Operational flight simulator trainer OFST device 
| 2-F-44 (production version of the same). 
1, 450, 384 | Design and construc tion of operational flight simulator 
| trainer device 2-F~?7, 


6, 560, 025 | 
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Those are all projects which could not conceivably be handled by 
small business. 

When these transactions are taken from the big business figure, the 
revised dollar amount is $5,500,000 for big business as compared with 

$3,348,000 for small business. 

In summary, the Office of Naval Research has through April of 
this fiscal year written contracts in the amount of about $39 million 
Sixty percent of this has been on contracts with educational and other 
nonprofit institutions. 

Eighty small businesses representing 66 percent of the private con- 
tractors with the Office of Naval Research were awarded contracts 
for about $3.3 million or 22 percent of the fifteen-odd million dollars 
of our contracts with private industry. 

More than half of the dollar amount of contracts awarded to big 
business were for large development tasks beyond the capacity of 
small business. 

Mr. ForsytHe. Now for a small-business concern looking to this 
area for work where does he go, does he come to Washington in your 
case? 

Captain Coarrs. He does not have to, but he may. If I may first 
point out the organization for research and development of the Navy, 
which differs from the other services, the Office of Naval Research 
is charged with the conduct of research — the coordination of 
development. The material bureaus of the Navy are charged with 
development. Each of the material bureaus matinains field offices 
us appropriate to their field of interest. 

The Office of Naval Research also maintains branch offices in 
Boston, New York, Chicago, San Francisco, and Pasadena. <A pro- 
spective small-business contractor, a man who wants to bid or to 
take on some research and development work, may go to any of our 
branch offices or to any of the field activities or any of the bureaus 
or in fact he may merely look in the telephone book under United 
States Navy and go to any naval activity and be referred to the 
nearest appropriate office. 

He may also come to Washington. He may come to the Office of 
Naval Research if he does not know where to go and if it is research, 
we will discuss it with him. 

If it is development we will refer it to the appropriate bureau. 

Mr. Forsyrue. Is it our view as it was Colonel Cone’s that the new 
directive on subcontracting should apply to this type of activity as 
well as other procurement? 

Captain Coates. I would like Commander Curtin to answer that. 

Commander Curtin. It is the intention of the Navy, or it will be 

the policy of the Navy that it will include also the research and 
development field. 

Mr. Forsytue. Allright, fine. Is there anv other material, Captain, 
that you should like to place in the record on this subject—charts or 
fis ~_— or anything that you think would be helpful? 

Captain Coatess. No, sir. 

Mr. Forsytue. Thank you very much. We will turn next to the 

Air Force. All right, General Kelsey. 
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STATEMENT OF BRIG. GEN. B. S. KELSEY, DEPUTY DIRECTOR FOR 
RESEARCH AND DEVELOPMENT, HEADQUARTERS, UNITED 
STATES AIR FORCE, ACCOMPANIED BY KENNARD WEDDELL, 
ASSISTANT FOR SMALL BUSINESS, HEADQUARTERS, UNITED 
STATES AIR FORCE, DEPARTMENT OF DEFENSE 


General Kristy. Speaking for the Air Force research and develop- 
ment policy in regard to small business, there are several facts that 
first should be explained. One is that we are inevitably closely 
associated with small business. It is in our interest as well as small 
business’ interest to get together and stay together. So we are not 
in any sense using coercion to reach an unnatural situation. 

With regard to the contacts which we make with small business, a 
ereat share of the research and de ‘velopment dollar is spent, or con- 
tracted for, through the contracting establishment in the Air Materiel 
Command. The normal field offices of the Materiel Command which 
maintain lists of local suppliers in every area will be the source of 
contact in most cases for most of the small-business men. 

A small amount of the research and development appropriation is 
spent directly from the Research and De velopme nt Command Head- 
quarters at Baltimore, which is de legated by the contracting authori- 
ties of the AMC and is primarily basic research, the sort of thing which 
was just referred to by the Navy. All contacts with regard to that 
sort of work, or any requests with regard to research and development 
contracts, should be directed to the Commander of the Air Research 
and Development Command, at Baltimore, and will be taken care of 
there. 

In many cases of course, the local businessmen are familiar with 
the duties of the research development centers, Wright Air Develop- 
ment Center which has had our aircraft and similar procurements 
for a long time; the development at Rome which works primarily in 
the electronics field and so forth. 

So thev do have other local contracts for requests for tests and 
additional data and conference. For those who are not familiar with 
the procedure, either the local Air Force procurement officers or the 
Research and Development Command .is the proper place. 

We do have:an office here in Washington, the Director of Research 
and Development, which I represent, which will take anything includ 
ing such things as folded skis and make sure they get into the right 
channels. So much for that. 

When we take our total appropriation, we have to take out of it 
those contracts with nonprofit organizations, schools, foundations, et 
cetera, where there are certain skills concentrated with a few people, 
with a few facilities, where there is no business as such involved in 
the direct contract. We don’t consider those as available for assign 
ment to small business. 

On the other hand small business in many cases does develop 

capabilities so they become competitive in that field. When you are 
considering the statistics purely, those which have already gone to 
nonprofit organizations cannot be considered in statistics. 





MILITARY PROCUREMENT—1955 267 


Next we must take out of our statistics showing the percentage of 
our effort going to small business that part of it which essentially 
must go through the management of a large organization. 

When you get complex weapons systems it is impossible to have 
the overhead in a small business that can manage the naaiais tion of 
an expermmental aircraft complete with its armament, fire control 
systems and navigational systems, and so forth. So some of the items 
are not available. 

In the rest, the commercial business, which is suitable for small 
business, small business is on a competitive basis with the larger con- 
cerns and in this area we find the relationships which | explained in 
the beginning, that it is in our interest to stay close to the small 
business and they inevitably stay close to us. 

Of the number of contracts which we could let, we find that some 
of the centers let 100 percent of these contracts to small business, 
the smallest figure we have is 64 percent and the average is some- 
thing over 80 percent. This means even the resources of large busi- 
ness is unable to break down the essential benefits of working closely 
with small business. The same thing applies in the local purchase 
area where we haven’t any hundred percents but we have a couple 
of 98 and 99. The average again is something over 80 percent. I 
will leave these statistics for your information. 

Mr. Forsyrue. Very good. 

(The document referred to is as follows:) 
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General Kesey. I would like to illustrate 2 or 3, perhaps 4 types 
of work which we do to maintain this basic association. 

First, we have a requirement for special skills which reside with 
ndividuals. Two men used to be with one of our large fire-control 
companies. They had very peculiar skills and were very valuable. 
‘hey decided that they wanted to get started on their own and they 
proposed that they could undertake some special studies for us. It 
was quite true. They were given a contract to study some special 
weapons systems and make recommendations on how best to do it. 
bres involved building up a small organization. Their capabilities 

racted to them other highly skilled people. There has been created 

n organization which we have now put into the contracting chain of 
command actually, which has an unusual consolidation of very high 
skills in this computer-control field. 

These two men took their skills, started up in competition with 
some of the larger organizations. It is to our advantage to maintain 
them because their peculiar skills now are directed right at the prob- 

em. In some special respects we lose out as the businesses get bigger 
because these men who manage the business early in the game become 
personnel managers, financial managers, and lose touch with the 
projects. It is the intimate relationship of the team captain with the 
project that pays off so much in many of these fields. 

\nother type of arrangement is the one where the development is 
vithin the capacity of a small organization but the production is not 

A few vears ago we had a very fine example. I think that has 
been used before, of the development of a very complex bombing 
system by a concern who do a special job. We faced up to a problem 

{ either setting them up in a big-business stature to produce, or 

iaving them stay on as a consultant to a large manufacturing opera- 
tion. They chose and we agreed with them that it was best to stay 
on a consulting basis and we have had very good success with that. 
We think the development was outstanding. This same group now 
is available to go on with new developments where they would have 
been tied down to future production if they had chosen to expand 

We have another approach which is interesting too. With the 
\[assachusetts Institute of Technology, we have had a contract for 
several years now to develop gyroscopic components, stabilization 
equipment, and that sort of thing. 

Here we had to get the basic information as to new concepts and 
this has been carried through to actual prototype or hardware 
development. 

This is made available to all of industry by industry-wide confer- 
ences at the Massachusetts Institute of Technology, showing these 
developments, giving out all the design data and this has permitted 
many small concerns to come in at a stage in the game which they 
would ordinarily be denied because of the inability to build up the 
overhead that is involved in large research and development 
organizations. 

So by this means organizations with good production capabilities 

these very refined fields can broaden their interests and broaden 
their contractual base by having some of these things made availabl 
to them. 
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This is perhaps the third major area in which we work. The usual 
one in which everyone talks about is the thing that comes out mostly 
in local purchases. A small concern has a capacity to design and build 
something and then sell it in quantity. This is probably the smallest 
part of the total small-business contact and yet it is the one you 
always think of. It is these other fields that are much more significant 
to the discussion that we have here, that indicate that we must make 
use of these small, consolidated skills and if they choose to become 
big business, that is all right, but that is their problem. We still 
have interest in their successor who will be small business, too, and 
bring to us this same valuable capability. 

Mr. Forsytue. Thank you, General. 

Maybe Mr. Weddell is the one to answer this. I will ask the same 
question as to whether or not the new subcontracting directive 
4100.20 * will apply to this research and development field that we 
have discussed with the General. 

Mr. Weppe tu. That is specifically our plan, we feel that directive 
is across-the-board and applies to research and development con- 
tractors as well as to those under supply contracts. 

Mr. Forsyrue. Fine. 

Commander Curtin. I would Jike to put on the record that those 
figures we gave you on subcontracting at the hearing on the 21st 
included research and development contracts. 

Mr. Forsytue. Fine. 

I know the committee wants to thank all of you for coming in. | 
think this has been one of the most interesting sessions we have had, 
both on the financial arrangements as testified to by Mr. Bachman, 
the research and development program, and the Atomic Energy Com- 
mission. They are three subjects that do not receive the mention 
that I think they deserve and this committee is particularly grateful 
that you would come in and give us this information. 

We will recess the Military Procurement Hearings, and I think at 
this stage, we will probably sit down with the representatives of the 
military departments and see if there are any loose ends that they want 
to take up with the committee. If there are, we will schedule another 
hearing session and take them up at that time. 

Mr. Weppe.t. I wanted to ask permission to submit for the record 
a very recent brochure, you might call it, put out by Air Research and 
Development ( ‘ommand, which shows these different purchasing loca- 
tions and has a pretty good description for a small-business man of the 


type of information that would be required of him for being given con- 
sideration in these matters. 


I do not have it with me. 

Mr. Forsytur. We will be happy to receive it; if you have a couple 
of thousand copies we would enjoy receiving them so we can help you 
distribute them to these people. 

Mr. Forsyrue. I might add too that the record is open for the 
submission of any other documents or material which you gentlemen 
would like to place in the record. 


32 See appendix 3, page 276. 
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(he process of printing up the hearings takes as everybody knows, 

considerable amount of time, and we have always followed the 
rractice of allowing any further documentation on the entire hearings 
to come in and we accept them up until the time that we have a 
deadhne to meet on getting information in. 

So the record is open for the submission of any further information 
that vou gentlemen would like to put in on any subject that we have 
discussed at the hearings. 

Mr. Weppe.tu. These booklets that I mentioned, Mr. Forsythe, 
are distributed by our small-business specialists throughout the AMC 

Mr. Forsyrue. Fine. 

All right, the committee will adjourn. 

Whereupon, at 12:10 p. m. the committee adjourned.) 




































































































APPENDIXES 


APPENDIX | 
December I6, 1954 
Number: 4100.10 
DEPARTMENT OF DEFENSE DIRECTIVE 


Subject: Revised Department of Defense Small Business Policy. 
Reference: (a) Directive 4100.10, Revised Department of Defense Smal! Busi- 
ness Program, 8 September 1952. 


I. Purpose 


The purpose of this Directive is to establish a more comprehensive and mort 
effective Department of Defense Small Business Program. 


II. Cancellation 
Reference (a) listed above is cancelled. 
IIT. Defi nitions 


A. A small business concern is one which, including its affiliates, emplovs, in 
the aggregate, fewer than 500 persons. This definition shall be in effect for all 
procurement matters and those directly related to procurement, subject to modi- 
fication by the Small Business Administration. 

B. An “established supplier’ for an item is a concern which is a “source of 
supplies” as defined in ASPR 1—201.9 and which has supplied the item satisfac- 
torily to one or more military departments; or one with which mobilization 
planning is in effect. 

C. A “potential supplier’ of an item is a concern which is a “‘source of sup- 
plies” as defined in ASPR 1—-201-9 and which is considered to be technically and 
financially competent to supply the item, but which is not an established supplier 

D. A “fair proportion of the total purchases and contracts for supplies and 
services for the Department of Defense to be placed with small business con- 
cerns” is defined as that proportion which small business concerns can win in 
open competition, provided they are given an equitable opportunity to compete. 

i. An equitable opportunity to compete (with respect to the competition by 
small business firms for Defense procurement of an item, the bidders’ mailing list 
for which contains the names of established or potential small business suppliers 
is defined as that opportunity which exists when the following conditions are met 

1. The bidders’ mailing list of the military department for the item includes the 
names of such established or potential small-business suppliers as have made 
acceptable application for inclusion in the list. 

2. The invitation for Bids or the Request for Proposals are sent to all the firms, 
large and small, on the list; or where they are sent to less than the complete list, 
a pro rata percentage of small firms is included among these solicited. 

3. The quantities are appropriate, the delivery schedules reasonable, the time 
allowed for the preparation and submission of bids adequate, and the specifications 
and drawings sufficient to enable small-business firms to compete. 

4. Proposed procurements are publicized as required by existing regulations. 

5. The definition of a fair proportion in III D above shall not in itself be used 
as a reason for refusing to make joint determinations as provided in Department 
of Defense Directive 4100.9, 10 Mareh 1954. 

IV. General policy 

It is the policy of the Department of Defense that a fair proportion of the total 
purchases and contracts for supplies and services for the Department of Defense 
shall be placed with small-business concerns, whether as prime contractors, sub- 
contractors or suppliers. With respect to prime contracts, this objective shall be 
accomplished by affording small-business concerns an equitable opportunity t« 
compete. This policy applies to both advertised and negotiated procurements. 


272 





MILITARY PROCUREMENT—1955 


\. Military bidders’ mailing lists shall include the names of established small 

isiness suppliers and of such potential small business suppliers as have mad 

ceptable application for inclusion on such lists 

B. In accomplishing a procurement, the procuring officer shall, insofar as it is 
onsistent with military necessity, solicit bids or proposals from all the business 

ncerns on the list or, where the entire list is not being solicited, from appropriats 
established or potential small business concerns in a pro rat 

C. In planning procurement, division into reasonably small economi 

und production lots, time allowed for the preparation and submission of 
r proposals, delivery schedules, specifications, and other provisions shall be deter 
nined, consistent with military requirements, in a manne! 
pation by small business concerns. 

D. The opportunity to submit bids for quantities less t! 
nent should be extended to the maximum practical extent. 

E. Small business participation shall be increased through 
search for potential small business suppliers. 

F. Implementatiion of this poliev with respect to defense subcontracts will be 
-et forth in a separate Department of Defense Instruction to be issued. 
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\". Specific policies 

A. Small Business Specialists. To the extent to which the following 
have not already been taken: 

1. The Assistant Secretary of Defense (Supply and Logistics) will appoint a 
Small Business Advisor who shall be responsible for counseling the Assistant 
Secretary of Defense (Supply and Logistics) in matters relating to small business 
neluding the establishment, implementation and execution within the Depart- 
ment of Defense of an appropriate Small Business Program. The Small Business 
\dvisor, Assistant Secretary of Defense (Supply and Logistics), 
responsible for representing the Assistant Secretary of Defense in negotiations 
with the Small Business Administration and other agencies of Government in 
natters relating to small business policy. Negotiation with Government agencies 
or departments outside the Department of Defense concerning small business 
policy and programs shall be conducted through the Small Business Advisor 
Assistant Secretary of Defense (Supply and Logistics)) or with his authorizatio: 
2. Each military department shall establish an office of Small Business for the 
department. The chief of this office will also serve as the Advisor on Small 
Business to the Procurement Secretary. He will be responsible for the develop- 
ment of a Department Small Business Program implementing the Department of 
Defense Small Business Policy and Program, and for its staff supervision. He or 
his designee will represent his Department in negotiations with other Departments 
or Governmental agencies on matters affecting Small Business. The Chiefs of the 
Offices of Small Business of each Military Department shall devote their effort 
exclusively to small business matters. 

3. Small Business Specialists shall be appointed in each principal procurement 
office of the Military Departments and such others as the Department may con- 
sider appropriate. They shall be full time or part time as the scope of their 
assigned duties may require. The senior small business specialist in any procure- 
ment office shall be appointed by name and in writing and will report to the 
appointing authority. Each military department shall designate the appointing 
authority in such @ manner as to insure that the small business specialists ap- 
pointed will maintain the necessary independence of thought and action in the 
performance of their functions. Selection of individuals to serve as small business 
specialists will be the responsibility of the appointing authority. They shall be 
men of high caliber, preferably civilians, whose experience in or with small business 
and whose interest in the welfare of the small business community especially 
qualify them for this work. 

4. Small Business Specialists will perform such functions as are prescribed for 
them by the Small Business Program of their respective Departments in imple- 
mentation of the Department of Defense Small Business Program. 

B. Procurements of items, the bidder’s mailing lists for which include the 
names of established or potential small-business suppliers and such other procure- 
ents as may be considered appropriate, will be handled by contracting officers 
in such a manner as to insure that small-business concerns receive an equitable 
opportunity to compete for the business. To this end the Military Departments 
will inelude in their regulations or instructions provisions requiring that, as to 
each such procurement, the following conditions prevail: 

1. The procurement is divided into, or bids or quotations may be submitted 
on, such reasonably small economically sound production lots as will enable and 


actor 


shall also be 
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encourage small-business concerns to make bids or quotations on such procure- 
ment or portions thereof, unless such division is clearly to the disadvantage of 
the Department. 

2. The required delivery schedules, consistent with military necessity, are 
such as not to preclude competent small-business concerns, including potential 
suppliers, from meeting them. 

3. Specifications and drawings when applicable, or in their absence, all neces- 
sary pertinent data are made available to small-business concerns in order that 
thev mav intelligently compute their bids or proposals. 

4. Adequate and appropriate publicity, including the use of the Synopsis o 
Proposed Procureme ts in accordance with ASPR 2-206, is provided on a 
timely basis. 

5. Sufficient time. consistent with military necessity, is allowed to enable poten 
tial sources as well as established sources to adequately prepare and submit 
their quotations. 

C. The Small Business Administration will, by agreement with the Department 
of Defense, assist in the accomplishment of those elements of General Policy 
(Section IV A and E). 

1. The military departments shall afford to the representatives of the Small 
Business Administration upon request the opportunity to inspect, study and 
transcribe information from the military bidders’ mailing lists, and will make 
available to the Small Business Administration representative such additional 
information as may be at hand and as may be necessary to enable the Smal! 
Business Administration representatives to determine whether in their opinion 
small business firms are proportionately represented on any specific list. 

2. In those cases in which, in the opinion of either the Small Business Adminis- 
tration or the appropriate military department, small business concerns are not 
properly and proportionately represented, the Small Business Administration or 
the military department will endeavor to discover additional potential suppliers 
and enconarage them to apply for inclusion of the list in question in the manner 
prescribed by the military department. 

D. The Military Departments will give to representatives of the Small Busines 
Administration access to any and all lists of small business firms or facilities whic! 
thev have prepared for the purpose of consolidation by the Small Business 
Administration with such combined inventories of small business concerns and 
their facilities as the Small Business Administration may deem it advantageous 
to maintain. 

E. Mobilization Planning. The general principles of the Department of Defense 
Small Business Policy providing for giving small business firms an equitable 
opportunity to produce a fair share of Department of Defense requirements of 
goods and services shall be extended to mobilization planning. To the maximum 
extent possible consistent with considerations of efficient production, geographic 
dispersion of facilities, and other military factors, those elements of Department 
of Defense engaged in mobilization planning shall, with respect to items, the 
bidders’ mailing lists for which include the names of established or potential smal] 
business concerns, conduct planning with small business firms. 

F. The chiefs of the small-business offices of the Military Departments, together 
with the Small Business Advisor to the Assistant Secretary of Defense (Supply 
and Logistics), will hold monthly meetings with such officials of the Small Busi- 
ness Administration as are designated by the Administrator, for the purpose ot 
eval ating reports, statistical and otherwise, concerning the effectiveness of the 
Small Business Program and to resol e any difficulties that may arise in its opera- 
tion. In the event there are any difficulties that cannot be resolved by that 
group, they will be referred to the Assistant Secretary of Defense (Supply and 
Logistics), and the Administrator of the Small Business Administration. 


VI. Departmental imp'ementation 


The Secretaries of the Military Departments shall take action to implement 
this directive immediately and shall submit revised regulations, procedures, and 
instructions in duplicate to the Assistant Secretary of Defense (Supply and 
Logistics) within thirty (30) days of the date of this directive. 


VII. Effe-tive date 
The revised policy is effective thirty (30) days from date of issuance. 
C. E. Witson, Secretary of Defense. 
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APPENDIX 3 
Number: 4100.20 
Date: April 19, 1955 


DEPARTMENT OF DEFENSE INSTRUCTION 


Subject: Department of Defense Small Business Subcontracting Policy 
Reference: (a) Directive 4100.10, Revised Department of Defense Small Business 
Policy, 16 December 1954 


I. Purpose 


The purpose of this Instruction is to set forth the policies of the Department of 
Defense with respect to subcontracting to small business concerns, supplementing 
the General Policy Statement of reference (a). 


II. Definitions 


A. A small business concern is one which, including its affiliates, employs, in 
the aggregate, fewer than 500 persons. This definition shall be in effect for al! 
procurement matters and those directly related to procurement, subject to 
modification by the Small Business Administration. 

B. For the purpose of this Instruction, the term “subcontracting’’ refers to 
procurement by a business concern (including nonprofit organizations) of any 
article, material or service entering into the performance of a contract for defense 
articles or services received by that business concern from a Military Department 
or from another business concern. 


III. General policy 


It is the declared policy of the Department of Defense that a fair proportion of 
the total purchases and contracts for supplies and services for the Department 
of Defense shall be placed with small business concerns, whether as prime con- 
tractors, subcontractors or suppliers. With respect to subcontracting, this will 
be accomplished by measures designed to assure that small business concerns 
are afforded an equitable opportunity to compete for defense subcontracts within 
their capabilities. 

IV. Specific policies 

A. The Military Departments shall insert in all cost type and fixed price supply 
or service contracts and in all construction contracts, in amounts exceeding $5,000 
(except contracts to be performed substantially outside continental United States), 
a clause requiring the contractor to subcontract to small business concerns the 
maximum amount that the contractor finds to be consistent with the efficient 
performance of his contract. 

B. Each business concern hereafter receiving a prime contract in excess of 
$1,000,000 (except contracts to be performed substantially outside continental 
United States) which, in the opinion of the procuring activity placing the contract, 
offers substantial subcontracting possibilities, will be urged by the procuring 
activity to establish and conduct a “Defense Subcontracting Small Business 
Program’’ as a means of carrying out the General Policy herein stated, and as a 
means of implementing the clause referred to in Section IV A of this Instruction 
and stated in Section 7—104.14 of the Armed Services Procurement Regulation. 
This ‘‘Defense Subcontracting Small Business Program”’ will include as a minimum 
the following provisions: 

1. The designation of an executive of the company or plant as its Small Business 
Liaison Officer. He will be the contact man with the procuring activity and 
officials of the Small Business Administration on matters related to small business 
participation. He will be charged by the contractor with assuring that the com- 
pany or plant carries out the small business subcontracting clause in its contracts, 
and will be responsible for the establishment of an effective ‘‘Defense Subcon- 
tracting Small Business Program” within the company or plant. 

2. The publication within the company or plant of the ‘“‘Defense Subcontracting 
Small Business Program”’ of the company, including the policies and procedures 
copes to accomplish its objectives. 

3. The adoption by the company of procurement policies designed to assure that 
small concerns will have an equitable competitive opportunity to secure defense 
subcontracts, including, but not limited to: Policies and procedures with respect 
to solicitations, time for the preparation of bids, quantities, specifications, delivery 
schedules and the making of awards which will invite and enable participation by 
small concerns. 


MILITARY PROCUREMENT— 1955 277 


4. The maintaining of records showing as to each prospective subcontractor 
on the source lists whether or not it meets the Department of Defense definition of 
, small business concern. 

5. The placing in subcontracts (which in the opinion of the procuring contractor 
fer substantial small business subcontracting opportunities) of the smal! business 
-ubcontracting clause appearing in his own contract. 

6. The requesting of major subcontractors (whose contracts, in the opinion of 
the procuring contractor, offer substantial small business subcontracting oppor- 
tunities) to establish and conduct “‘Defense Subcontracting Smal! Business Pro- 
grams’”’ meeting these requirements. 

7. The utilization of such information related to potential small business 
sources as is furnished by the appropriate offices of the Department of Defense and 
the Small Business Administration. 

8. Submission to the procuring activity of such information on subcontracting 
to small business as may be called for on forms provided by the procuring activity. 

C. The Military Departments, through their small business specialists or 
otherwise, will take such measures as may be necessary to determine the adequacy 
of a contractor’s ‘‘Defense Subcortracting Small Business Program,’’ and in the 
event deficiencies are noted will bring them to the attention of the appropriate 
Small Business Liaison Official of the contractor with an appropriate request for 
corrective action. 

D. Each Military Department shall mairtain a record of the extent of subcon- 
tracting and subcontracting-to-small-business-concerns accomplished by com- 
panies which adopt ‘Defense Subcontracting Small Business Programs’’ under 
Section IV B of this Instruction. Such reports shall be compiled from the forms 
referred to in paragraph IV B 8 above. In cases where companies do not adopt 
‘Defense Subcontracting Small Business Programs,”’ or adopt them but do not 
furnish subcontracting reports, the record of the Military Department shall list 
the company for the period in question as ‘‘Not reporting.” 

E. The data on subcontracting to small business by defense contractors com- 
piled under the preceding section shall be transmitted to the Assistant Secretary 
of Defense (Supply and Logistics) semiannually for consolidation into a Depart- 
ment of Defense-wide record of defense subcontracting. 


V. Departmental implementation 


The Secretaries of the Military Departments shall take action to implement 
this Instruction immediately, and shall submit revised regulations, procedures 
and instructions in duplicate to the Assistant Secretary of Defense (Supply and 
Logistics) within sixty (60) days of the date of this Instruction. 


VI. Effective date 
This policy is effective sixty (60) days from date of issuance. 
T. P. Pike, 
Assistant Secretary of Defense (Supply and Logistics). 
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APPENDIX 4. 
6 January 1955 
C6 SMALL BUSINESS POLICY AND PROCEDURE 


Part 7—Small Business Policy and Procedure 


30-701 Authority. 


a. The desires and intent of the Congress regarding assistance to Smal! 
Business by governmental agencies are set forth in section 2(b), Armed Services 
Procurement Act of 1947 (PL 413, 80th Cong. ; 62 Stat. 21;41 U.S. C. 151-161), 
Title II, Small Business Act of 1953 (PL 163, 83d Cong.; 67 Stat. 232) and in 
the Department of Defense Appropriation Act, 1955 (PL 458, 83d Cong.). 

b. Contracts awarded to Small Business as a result of the application of 
the procedures contained in this part 7 will be made under the authority of 
section 2(c) (1) of the Armed Services Procurement Act of 1947 and section 214 
of the Small Business Act of 1953. This applies to Small Business Determina- 
tions and Joint Determinations. 

c. Section 214, Small Business Act of 1953 states: 


“To effectuate the purpose of this title small business concerns within the meaning 
of this title shall receive any award or contract or any part thereof as to which it is 
determined by the Administration and the contracting procurement Agency (A) to be in 
the interest of mobilizing the Nation’s full productive capacity, or (B) to be in the 
interest of war or national defense programs.” 


30-702 Definitions. 


a. Certificate of Competency. 
(1) Section 212, Small Business Act of 1953 states: 


“The administration [the Small Business Administration] shall have the power, 
and it is hereby directed, whenever it determines such action is necessary— 


. * * * * » * 


““(d) to certify to Government procurement officers with respect to the competency, 
as to capacity and credit, of any small business concern or group of such concerns to 
perform a specific Government procurement contract ;”’ 


(2) Section 213, Small Business Act of 1953 states: 


“In any case in which a small business concern or group of such concerns has been 
certified by or under the authority of the Administration to be a competent Government 
contractor with respect to capacity and credit as to a specific Government procurement 
contract, the officers of the Government having procurement powers are directed to 
accept such certification as conclusive, and are authorized to let such Government 
procurement contract to such concern or group of concerns without requiring it to meet 
any other requirement with respect to capacity and credit.” 

b. Contracting Officer. APP 1-201.5. 

c. Head of a Procuring Activity. APP 1-250 and ASPR 1-201.4. 

d. Intermediate Headquarters Concerned with Procurement. Intermediate 
headquarters concerned with procurement includes all offices below the level 
of the Secretary of the Army which have as functions the planning, supervision, 
control, or accomplishment of procurement. 

e. Method of Procurement. APP 1-301. 

f. Preaward Survey. APP 1-357. 

g. Purchasing Office. APP 1-253.1. 

h. Representatives of the Small Business Administration. Representa- 
tives of the Small Business Administration are those authorized persons effect- 
ing liaison between the Small Business Administration and the Department 
of the Army and other Government agencies. 

i. Secretary. APP 1-201.2. 

j. Small Business. A Small Business concern is any concern which, 
including its affiliates, employs in the aggregate fewer than 500 persons (ASPR 
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1|-302.3). Small Business Administration is empowered by the Small Business 
{ct of 1953 to determine the concerns which are to be designated “Small! 
Business Concerns’”’ for the purposes of the act. Such determinations, when 
made, shall be accepted by the Department of the Army; nevertheless, in the 
absence of such determination, the Department of the Army will observe the 
definition of Small Business concerns as above. 

k. Small Business Administration. Section 204 (a), Small Business Act of 
1953, states: 

“In order to carry out the policies of this title there is hereby created an agency under 
the name ‘Small Business Administration’ (herein referred to as the Administration), 
which Administration shall be under the general direction and supervision of the President 
and shall not be affiliated with or be within any other agency or department of the Federal 
Government. The pen office of the Administration shall be located in the District of 
Columbia, but the Administration may establish such branch offices in other places in the 
United States as may be determined by the Administrator of the Administration.” 

l. Small Business Determination. A determination made by the Small 
Business Specialist and agreed to by the Contracting Officer that an item to 
be procured either by formal advertising or by negotiation, can be supplied 
by Small Business. firms, in whole or in part, with due consideration given to 
records of past procurement and a knowledge of the industry and the items 
involved. Such a determination, if initiated by request of a Representative 
of the Small Business Administration, shall be known as a “Joint Determina- 
tion.” 

m. Small Business Specialist. A Small Business Specialist is an indi- 
vidual appointed in accordance with APP 30—-706c (2), who has been assigned 
the responsibility for assisting small business concerns to participate in the 
lefense procurement program. In the Department of the Army, Small Busi- 
ness Specialists are appointed by name by the Head of the Procuring Activity 
concerned, in writing, and are responsible directly to him. 

n. Sources of Supply—Small Business. ASPR 1-302.3, 1-307, and APP 
1-201.9. 

o. Suitable for Procurement from Small Business. An item or service is 
considered suitable for procurement from Small Business when the item or 
service is one which business concerns in the Small Business category 
presently— 

(1) Are technically competent to produce or furnish; 
(2) Have adequate available facilities and open capacity to produce or 
furnish; 


(3) Can produce or furnish at competitive prices (quantity and delivery 
factors considered), as sources of supply as defined in APP 1-201.9; 
(4) Are capable of meeting the required delivery schedule, and 


(5) Are able to produce or furnish without overtaxing their financial 
and technical resources. 


p. Supplies and Services. 

(1) Supplies. ASPR 1-201.8. All items necessary for the equipment, 
maintenance, and operation of a military command, including food, clothing, 
equipment, arms, ammunition, fuel, forage, materials, and machinery of all 
kind. 

(2) Services. Services, not of a personal nature, such as research 
and development, transportation, packing and packaging, communications 
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transmission, and repairing and other nonmaterial transactions which may 
be purchased under contract, or are pertinent to the completion of a contract. 

q. Established Supplier. An “established supplier’’ for an item is a concern 
which is a “source of supplies” as defined in ASPR 1-201.9 anh which has sup- 
plied the item satisfactorily to one or more military departments; or one with 
which mobilization planning is in effect. 

r. Potential Supplier. A “potential supplier” of an item is a concern which is 
a “source of supplies” as defined in ASPR 1-201.9 and which is considered to be 
technically and financially competent to supply the item, but which is not an 
established supplier. 

s. Fair Proportion. A ‘fair proportion of the total purchases and con- 
tracts for supplies and services for the Department of Defense to be placed with 
small business concerns’’ is defined as that proportion which small business 
concerns can win in open competition, provided they are given an equitable 
opportunity to compete. 

t. Equitable Opportunity. An equitable opportunity to compete (with 
respect to the competition by small business firms for Defense procurement of 
an item, the bidders’ mailing list for which contains the names of established or 
potential small business suppliers) is defined as that opportunity which exists 
when the following conditions are met: 

(1) The bidders’ mailing list of the military department for the item 
includes the names of such established or potential small business suppliers as 
have made acceptable application for inclusion in the list. 

(2) The Invitation for Bids or the Request for Proposals are sent to all 
the firms, large and small, on the list; or, where they are sent to less than the 
complete list, a pro rata percentage of small firms is included among those 
solicitated. 

(3) The quantities are appropriate, the delivery schedules reasonable, 
the time allowed for the preparation and submission of bids adequate, and 
the specifications and drawings sufficient to enable small business firms to 
compete. 

(4) Proposed procurements are publicized as required by existing 
regulations. : 

(5) The definition of a fair proportion in s above, shall not in itself be 
used as a reason for refusing to make joint determinations as provided in 
APP 30-7146(3). 


30-703 Policy. 

a. General. In the interest of assisting Small Business, and of broaden- 
ing the industrial base of producers, the following general policies and practices 
are adopted: 

(1) Review of the Production Allocation Program, for the purpose of 
determining those items which can be procured from a broad number of 
sources and from various classifications of industry. 

(2) Maximum use of available industrial capacity, with limited use of 
Certificates of Necessity in those cases where necessary industrial capacity 
is not available. 
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(3) Review of military requirement and procurement methods, for the 
purpose of assisting Small Business and broadening the industrial base of 
suppliers. 

(4) Establishment of a training program for procurement personne! 
covering the need for procurement from Small Business and for broadening 
the industrial base of suppliers through the medium of procurement from 
Small Business. 

(5) Encouragement of subcontracting, with each important and sub- 
stantial negotiated purchase to be examined to determine the extent to which 
subcontracting may be accomplished. The extent of subcontracting shall be 
considered as one of the factors in the negotiation and award of prime 
contracts. 

(6) Appointment of Small Business Specialists in procurement offices 
to increase Small Business participation in Department of the Army 
procurement. 

(7) Adoption of a broad publicity program covering (i) basic objectives 
of broadening the industrial base of suppliers, (ii) purchase methods and 
practices, (iii) aids to small business, (iv) the number and dollar amounts 
of prime contracts awarded to Small Business, and (v) the desirability and 
extent of subcontracting. 

(8) The general principles of the Department of the Army Smal] Business 
Policy providing for giving small business firms an equitable opportunity to 
produce a fair share of the Department of the Army requirements of goods 
and services shall be extended to mobilization planning. To the maximum 
extent possible consistent with considerations of efficient production, geo- 
graphic dispersion of facilities, and other military factors, those elements of 
the Department of the Army engaged in mobilization planning shall, with 
respect to items, the bidders’ mailing lists for which include the names of 
established or potential small business suppliers, conduct planning with small 
business firms. (APP 30-7036 and part 8, section XXX, APP.) All 
procurement officers must recognize their responsibilities with respect to the 
utilization of Small Business concerns in the accomplishment of the procure- 
ment program. Procurement personnel must be alert to develop new 
sources of supply and to exploit fully those sources which are available but 
which, because of the small size, do not quickly yield major results in the 
form of large dollar amounts of contracts placed. 

(9) Positive steps will be taken by all procurement personnel to insure 
compliance with existing policies that Small Business shall receive a fair 
share of Government contracts. It is essential that special emphasis be 
placed on wide and judicious solicitations of proposals or quotations, using 
up-to-date and complete bidders’ lists. Multiple awards for quantities less 
than the total requirement should be used to the maximum practicable extent 
consistent with other procurement objectives. This method of assistance to 
Small Business will be used both in formal advertising and in negotiated 
procurement. 

(10) In carrying out this policy, the primary consideration of the De- 
partment of the Army shall be that of securing performance or deliveries 
at the time, in the quantity, and of the quality required by the defense pro- 
gram, and nothing stated herein shall detract from this consideration. 
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Furthermore, actions taken under this policy shall be consistent with other 
procurement and military objectives. 

(11) The purchasing office has responsibility for selecting the method of 
procurement (formal advertising or negotiation) and for the proper award 
of contract and the procedures established hereunder shall be carried out in 
such manner as not to impair or interfere with the expeditious operation of 
the procurement process. The Small Business Administration representa- 
tive will have no veto power in the placing or awarding of contracts. 

(12) Price differentials to effectuate the above stated policies are not 
authorized. 

b. Inclusion of Small Business in Production Planning. As a continuing 
activity, production allocation procedures shall be reviewed by the planning 
agencies to insure that the following specific aids to Small Business are applied 
to production planning: 

(1) Small Business Specialists assigned to current procurement offices 
are consulted regarding the ability and feasibility of Small Business facilities 
to participate in specified mobilization planning. 

(2) Lists are employed similar to the current bidders’ lists, to ascertain 
new sources. 

(3) Planning requirements have been divided into reasonably small lots 
to further the broad base concept and eliminate undesirable industry concen- 
trations for single and multiple item planning. 

(4) Multischedules are placed to the greatest extent possible; i. e., five 
different schedules are placed with five different suppliers rather than one 
schedule with a single supplier for five items. 

(5) Consistent with the above, avoid wasting skills. Place schedules in 
small facilities where maximum use of available manpower, skills, and equip- 
ment may be realized. Conversely, reserve large item or difficult mass pro- 
duction requirements for appropriate large size and volume producers. 

c. Information concerning Small Business Firms or Facilities. The Depart- 
ment of the Army will give to representatives of the Small Business Administra- 
tion access to any and all lists of small business firms or facilities which they 
have prepared for the purpose of consolidation by the Small Business Adminis- 
tration with such combined inventories of small business concerns and their 
facilities as the Small Business Administration may deem it advantageous to 
maintain. 

30-704 Small Business Organization in the Department of the Army. 
A Small Business Advisor is appointed on a full time basis at the Department 
of the Army level, in an advisory capacity to the Assistant Secretary of the 
Army (Logistics and Research and Development), and the Deputy Chief of 
Staff for Logistics, on all matters pertaining to the Small Business Program 
within the Department of the Army, and to provide guidance to all Depart- 
ment of the Army Small Business Specialists and their staffs. Senior Small 
Business Specialists are appointed by Heads of Procuring Activities, to advise 
on small business matters, and to direct the implementation of the Department 
of the Army Small Business Program. Small Business Specialists are appointed 
in certain field purchasing offices to advise the head of such offices on Small 
Business matters and to participate in the implementation of the Department 
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of the Army Small Business Program. The Small Business Specialist and his 
staff will be assigned to the headquarters of the purchasing office to which he 
is appointed and will serve under the direct supervision of the head of such 
purchasing office (APP 30—706¢(2)). 


30-705 Functions To Be Performed by Small Business Specialists in 
the Department of the Army Small Business Program. 

(For specific assignment of responsibilities, see APP 30—706d and f.) 

a. Serves as a focal point to which Small Business concerns may make or 
direct inquiry concerning participation in the military procurement program. 

b. Furnishes counsel and guidance to Small Business concerns on policy, 
procedure, and methods involved with which compliance is necessary in order 
to assure Small Business firms of an opportunity to become responsive and 
responsible suppliers on appropriate bidders’ lists. 

c. Maintains liaison and exchanges information with respect to both policy 
and procedure with all other local and Government agencies for the purpose 
of rendering the maximum amount of assistance to Small Business. 

d. Institutes programs to discover additional competent Small Business 
sources, if required, capable of participating in procurements to meet current 
and anticipated requirements. 

e. Discusses with and advises representatives of Small Business concerns, 
whether it is to the best interests of their concerns to attempt to compete for 
a prime contract or to adapt their production mainly to subcontracting where 
many of the risks of a prime contractor would be eliminated. 

f. Discusses the extent and capacity of equipment, manpower available, 
and management skill with representatives of Small Business concerns and 
appraises their possible use in military procurement programs for the purpose 
of current procurement or industrial mobilization programs of planned 
procurement. 

g. Furnishes advice and assistance to Small Business concerns on problems 
arising during performance of contracts such as financing, defense order priority 
and allocation ratings, inspections, and payments, or direct such Contractors 
to the proper agencies for assistance. 

h. Attends meetings with industry or other Government agencies to explain 
and describe, when requested, types of items commonly being purchased or to 
be purchased. 

i. Studies procurement actions and policies, in order to determine whether 
Small Business is an important element in procurement planning and industrial 
mobilization. 

j. Prepares proposals, based upon analysis, for the Deputy Chief of Staff for 
Logistics with respect to changes in policy and/or procedure which will permit 
greater participation by Small Business. 

k. Observes the effect of current procurement policies on the amount of 
Small Business participation in the procurement program and recommends 
to the appointing authority changes in existing policies or the formulation of 
new policies to increase the amount of such participation. 

l. Serves as the procuring activity Small Business Representative on all 
matters concerning policy, procedure, and practices to be followed to develop 
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and maintain cooperation between the procuring activity and the Small Busi- 
ness Administration in accordance with the provisions of title II, section 214, 
of the Small Business Act of 1953. 

m. Supervises the implementation of policies and procedures by the Smal! 
Business Specialists at the field purchasing offices. 

n. Reviews each procurement directive issued or to be issued by his office, 
with value in excess of $10,000, to determine suitability for and make recom- 
mendation as to Small Business participation. 

o. Reviews and analyzes all procurement action reports (Individual Pro- 
curement Action Report) (DD Forms 350) for the purpose of (i) ascertain- 
ing subcontract possibilities for Small Business and (ii) to insure the accuracy of 
entries regarding Small Business. In addition reviews and analyzes other 
reports which reflect Small Business activity, such as DA Form 377 and DA 
Form 1146 (ASPR 2-206.3). 

p. Participates in the preparation of directives to the Contracting Officers 
regarding the policy and procurement procedure to be used when a Smal! 
Business determination action has been made and included in a procurement 
directive. 

q. Consults with procurement commodity specialists and research and de- 
velopment personnel to insure that, when changes in specifications or deviations 
therefrom are made or permitted which makes production feasible for Small 
Business, they are fully recognized on future procurements. 

r. Makes recommendations to the Contracting Officer with respect to 
competency, capacity, and credit of a specific Small Business concern or concerns 
capable of producing a specific procurement or item thereof. If verification is 
required, as to the size of a firm, makes an independent check and statement as 
to the number of the firm’s employees at the time that an invitation for bid 
(IFB) or proposal is submitted. 

s. Participates as a voting member, when both large and Small Business 
are involved, in meetings of Boards of Contract Awards where such boards 
have been or may be established. 

30-706 Responsibilities for Implementation of Department of the 
Army Small Business Program. 

a. Department of the Army Small Business Advisor. 

(1) Department of the Army Small Business Advisor exercises responsi- 
bility for initiating and developing plans, policies, and procedures with 
respect to the maximum utilization of small firms in the Department of the 
Army procurement program. 

(2) In conjunction with other military departments and civilian 
agencies of the Government, develops Small Business policies and programs 
for joint use. 

b. Department of the Army Small Business Council. 

(1) There is established a Council of Senior Small Business Specialists 
for the Department of the Army, consisting of the Department of the Army 
Small Business Advisor, and the Senior Small Business Specialists appointed 
by the chiefs of the technical services, within their respective offices. In 
addition to those functions listed in paragraph 30—706d which may be exer- 
cised by the Senior Small Business Specialists, the technical service members 
of the Council will have the following functions and duties: 
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(a) Serve as assistants to the Department of the Army Small Business 
Advisor, on all Small Business policy and procedure which may concern 
their particular technical service in order to assist in developing unity of 
action on Small Business matters. 

(6) Present special problems of their particular technical service to 
the Secretarial level and the Deputy Chief of Staff for Logistics, setting 
forth their impact on Small Business and relationship with Small Business 
Administration. 

(c) After coordination with the Office of Department Counselor, 
attend Congressional hearings when requested, which are concerned with 
Small Business matters, prepared to present their technical service Small 
Business Program, policies, and procedures, and to answer any questions 
if called upon by the Committee to do so. 

(2) The Council shall receive and review appeals of Small Business 
determinations forwarded to the Office of the Deputy Chief of Staff for 
Logistics by the head of a technical service or by the Washington Office of 
the Small Business Administration, and make appropriate recommendations 
to the Office of the Deputy Chief of Staff for Logistics. 

(3) The Council will carry out such other duties as may properly become 
a part of the Small Business Program. 

c. Heads of Procuring Activities. 

(1) Heads of Procuring Activities are responsible for the successful 
implementation and effective operation of the Small Business Program. 

(2) Heads of technical services will appoint Small Business Specialists 
in their respective offices and headquarters on a full-time basis. At the 
headquarters of the continental armies, Military District of Washington, 
National Guard Bureau, and all field purchasing offices where sufficient con- 
tact with or opportunity exists for Small Business to sell to the Department 
of the Army, Heads of Procuring Activities will appoint Small Business 
Specialists on either a full- or part-time basis. Intermediate headquarters, 
as appropriate, will similarly have Small Business Specialists appointed for 
duty in such headquarters. 

(a) Small Business Specialists will be appointed by name in writing 
by Heads of Procuring Activities. Heads of Procuring Activities will not 
redelegate the authority to appoint Small Business Specialists. Small 
Business Specialists should be personnel of the highest caliber, preferably 
with extensive experience in industry in the Small Business field. Civil 
Service or military grades should be commensurate with the procurement 
mission of the office. 

(6) A copy of all letters appointing Small Business Specialists will be 
forwarded to the Office of the Deputy Chief of Staff for Logistics, Depart- 
ment of the Army, Washington 25, D. C., ATTN: Chief, Purchases Branch. 
Letters of appointment will indicate the name of the office to which the 
Specialist is being assigned, whether or not such office is a principal pur- 
chasing office, whether or not the assignment will require full or part time 
duty, if part time the percentage of time devoted to the Small Business 
Program, and the Civil Service grade and status of appointee. (Exempt 
from reports control, see par. 171, AR 335-15.) 
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(3) Heads of Procuring Activities will insure that their Smal) Business 
activities are adequately staffed and fully coordinated with the procurement 
and industrial mobilization activities. 

(4) Proper facilities will be furnished the Small Business Specialist, 
including exhibits of procurement items which may be manufactured by 
Small Business, when the procurement mission warrants. 

(5) Procurement personnel will be indoctrinated in the objectives of 
the Small Business Program and will give full support to this activity. 

d. Senior Small Business Specialists Appointed to Office of Head of Pro- 
curing Activity. The Senior Small Business Specialist appointed to Office of 
the Head of a Procuring Activity will be responsible for the functions listed in 
APP 30-705a, b, c, d, e, f, h, i, 7, k,l, m, n, 0, p, q, and s. 

e. Heads of Field Purchasing Offices. Commanding officers of field estab- 
lishments engaged in procurement, where Small Business Specialists are 
appointed will insure that— 

(1) Small Business is provided with all appropriate procurement infor- 
mation of the Department of the Army programs in order that they may 
contact the appropriate purchasing offices. 

(2) Small Business is provided information on prime contracts in order 
that it may explore all subcontract possibilities. 

(3) Displays and exhibits are made available to assist and guide pro- 
spective bidders, where the procurement mission warrants. 

(4) Small Business may obtain advice and counsel with regard to meth- 
ods of financing, management, and technical assistance. 

(5) Suitable accommodations and administrative support are provided 
for the Small Business Specialist. 

f. Small Business Specialists Appointed to Field Purchasing Offices. The 
Small Business Specialists appointed to field purchasing offices of the Procuring 
Activity will be responsible for the functions listed in APP 30—705a, 5, c, d, e, f, 
g, h, i, k, n, 0, g, r, and s. 

g. Responsibilities for Program at Purchasing Offices Where no Small 
Business Specialist is Appointed. At purchasing offices where no Small! Busi- 
ness Specialist is appointed, the head of the installation or activity will appoint 
a civilian representative other than the Contracting Officer if available, or the 
Contracting Officer who will be responsible for the functions listed in APP 
30-705 in order that the Department of the Army program of assistance to 
small business may be maintained. 


30-707 Sample Display Rooms and Exhibits. 

a. Purchasing offices will maintain or establish sample display rooms or 
exhibits, when directed by the Head of the Procuring Activity, to assist Small 
Business suppliers who wish to examine typical products or component parts 
procured by the Army. Such displays and exhibits have been found to be 
exceptionally effective in informing Small Business concerns regarding Army 
materiel being procured, and in facilitating the bringing together of prime 
contractors and subcontractors. 
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6. Heads of Procuring Activities and heads of field purchasing offices, 
when directed, will take positive measures to encourage the establishment of 
display rooms and exhibits. Display rooms and exhibits in field purchasing 
offices should be made readily accessible to businessmen without formality. 
Facilities should be provided for examination of unclassified equipment and 
supplies currently being procured, component parts, drawings, specifications, 
circulars and other descriptive material. Unclassified information should be 
available for distribution upon request. 

c. It is the responsibility of the head of the field purchasing office, with 
the aid of the Small Business Specialist assigned to his office, to establish 
close contact with personnel in installations from which display material can 
be obtained, in order to insure an adequate and timely display of items to be 
procured. Samples of items to be procured should be obtained for display 
purposes as far in advance of dissemination of IFB’s and request for proposals 
as is practicable. 


30-708 Relationships Between the Procuring Activities and Small 
Business Administration. 

a. Small Business Administration Representatives. Small Business Ad- 
ministration May assign one or more representatives to purchasing offices of 
the Military Departments. Such representatives will be known as Smal! 
Business Administration Representatives. In furtherance of the Small Busi- 
ness Act of 1953 and the Department of the Army program of assistance to 
Small Business, Army personnel will cooperate with Small Business Admin- 
istration Representatives to the maximum extent practicable. Small Business 
Administration Representatives assigned to the technical services will be ori- 
ented by the respective services. 

b. Security Clearances. Small Business Administration will obtain prior 
security clearances for all Small Business Administration employees and repre- 
sentatives assigned for duty with the Department of the Army. Proof of 
clearance will be presented prior to assignment to the Senior Small Business 
Specialist of the Procuring Activity concerned. 

c. Small Business Administration Representatives’ Conduct. Small Busi- 
ness Administration Representatives will be expected to comply with Army 
directives dealing with conduct of Army procurement personnel. Breaches by 
Small Business Administration personnel will be reported promptly to Small 
Business Administration through channels for necessary action. In this con- 
nection, particular reference is made to the premature release of procurement 
information contrary to standard Army practices. 

d. Department of the Army Policy and Procedure. Contact, negotiation, 
and finalization with the Small Business Administration on major policy and 
procedure matters will be made only at Department of the Army level. All 
such matters will be referred for appropriate action to the Deputy Chief of 
Staff for Logistics, Department of the Army, Washington 25, D. C., through 
channels. 

e. Prime Contracts to Small Business Administration. In any case in 
which the Small Business Administration certifies, in accordance with section 
208 of Public Law 163, 83d Congress, that the Administration is competent to 
perform any specific Government contract, such certification shall be made by 
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the Administrator to the Procurement Secretary of the Department of the 
Army. 


30-709 Bidders List. Placement of firms on bidders’ lists will be in 
accordance with ASPR and APP 2-204, including the submission of a properly 
executed Standard Form 129. However, Contracting Officers will provide 
Small Business Administration Representatives an opportunity to recommend, 
within a reasonable period of time, an appropriate number of Small Business 
concerns for inclusion in the list of bidders or firms to be solicited with respect 
to any particular procurement found suitable for performance by Smal! 
Business concerns. 


30-710 Dissemination of Information. 

a. Instructions for preparation of synopses of proposed procurements and 
of contract awards are contained in ASPR 2-206, 3-106 and APP 1-354 and 
1-355. 

(1) In order to assure that proposed procurements under joint determi- 
nation receive widespread publicity, such procurements will be synopsized, 
in accordance with applicable directives, in the Department of Commerce 
“Synopsis of U. S. Government Proposed Procurement and Contract 
Awards.” 

(2) In transmitting procurement information to the Department of 
Commerce for inclusion in the Daily Synopsis, a separate transmittal will be 
made on those procurements which are under joint determination, and the 
transmittal will clearly state that “The Proposed Procurement(s) listed 
herein is (are) under Joint Determination.” 

b. IFB’s, Requests for Proposals, specifications, and drawings will be 
furnished by each purchasing office to other purchasing offices within the pro- 
curing activity for display, available to all interested concerns, in accordance 
with policy and instructions of the Head of the Procuring Activity concerned. 

c. Specific IFB’s, Requests for Proposals, specifications and drawings, not 
covered by a joint determination will be furnished to the Small Business 
Administration, Washington 25, D. C., when so recommended by the Small 
Business Specialist at the purchasing office. 

d. Invitations for Bid or Requests for Proposal, together with applicable 
specifications and drawings on procurements selected for joint determinations 
will be made available in sufficient numbers to provide a minimum of one copy, 
with all attachments, for each Small Business Administration Regional and 
Branch Office and the Small Business Administration Washington Headquar- 
ters, except in those cases in which the Small Business Administration Repre- 
sentatives believe a lesser number of copies will be adequate. If the Small 
Business Administration Representative, by mutual agreement with the pur- 
chasing office, desires a reproducible master of the IFB or Request for Proposal 
and brown prints (Van Dykes), for a specific procurement on which there has 
been a joint determination made, a single copy, when available, will be fur- 
nished to the Small Business Administration Representative for reproduction 
by the Small Business Administration, in lieu of the above. 
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e. Distribution under ¢ and d above will be made by the Small Business 
Administration Representative. 


30-711 Labor Surplus Area Policies (Defense Manpower Policy No. 4). 
Defense Manpower Policy No. 4 and the procedures prescribed in ASPR 
provide adequate guidance for the proper establishment of set-asides. 

a. In applying the set-aside policy, undue stress must not be implied. 
Small business will continue to receive priority attention. Consequently, any 
sizable procurement will first be screened for practicability of a joint determi- 
nation or small business determination. If the procurement is not suitable for 
small business action, it will then be considered for set-asides for possible 
placement in surplus labor areas. Under no circumstances, however, will 
both a small business determination and a surplus labor set-aside be made on 
the same procurement action. 

b. In complying with the above, procurement agencies will be governed 
by ASPR 1-302.4, 2-205, 2-406.4, 3-301, 3-105, and 3-219. 


30-712 Small Business Committees. Small Business Committees orig- 
inally formed by Armed Forces Regional Councils will be continued on an 
informal basis. All Small Business Specialists are encouraged to attend and 
participate in the regular meetings. Representatives of other Government 
agencies may be invited to attend the meetings as guests. The Committees 
will rotate the Chairmanship (either civilian or military personnel) among the 
military services, and will conduct their meetings in much the same manner as 
when they were formally constituted, except that formal minutes will not be 
maintained. 

; 30-713 Records Pertaining to Small Business to be Maintained by 
Procuring Activities and Field Purchasing Offices (other than DD Form 350 
and DA Form 377 Reports). 

a. Report of SBA Certificates of Competency and Summary of Determi- 
nations for Small Business (Reports Control Symbol GSGLD-756). 

(1) Purpose. This report is designed to obtain from purchasing offices 
uniform information on SBA Certificates of Competency and summaries of 
determinations made and awarded to Small Business firms. 

(2) Preparing Agencies and Report Form. The report will be prepared 
by each Army field purchasing office and will be accomplished on DA Form 
1146 which is available through normal publications supply channels. 

(3) Frequency, Forwarding, and Due Dates. Each purchasing office 
will prepare and submit the report as of the end of each calendar month to 
the Senior Small Business Specialist of the appropriate Procuring Activity. 
The report is to be submitted in duplicate in time to arrive no later than 
the 10th working day of the month succeeding the month covered by the 
report. 

(4) Preparation Instructions: 

(a) Columns D and E. For each entry in Column A, there must be 
corresponding entries in columns D and E. Each purchasing office will 
report consistently on all reports either by PD (procurement directive) 
or IFB (invitation for bid). 
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(6) Columns G, H, I, and J. If data are not available at time of 
submission of initial report, they will be supplied on subsequent reports— 
repeating the data previously reported in columns C, D, and E. Extra 
sheets may be used, properly captioned, if required. 

(c) Column J. Indicate quality of performance—e. g., “in accord- 
ance with terms of contract,’ “deliquent in delivery schedule,” “financial 
instability,” etc. 

(d) Line 6. Obtain data from line 16 of preceding report. 

(e) Line 9. Sum of lines 7 and 8. 

(f) Line 10, Enter number of procurements changed in each cate- 
gory in the appropriate parentheses, and enter the total number and net 
value in columns K and L. Entries in revised (plus or minus) do not 
affect column K but should be reflected dollarwise in column L. 

(g) Line 11. Sum or difference of lines 9 and 10. 

(h) Line 12. Sum of lines 6 and 11. 

(i) Line 15. Sum of lines 13 and 14. 

(j) Line 16. Line 12 minus line 15. 

(k) Line 17. Line 6 minus line 16. 

(lt) Line 18. Corresponds with line 1, column A and line 1, Column 
C of DA Form 377 (Report Control Symbol CSGLD-534 (R1)). 

(m) Line 19. Line 18 minus line 15. 

b. Small Business Administration Statistics and Information. Copies of 
Small Business Administrative statistics and information which are furnished 
the purchasing office by the Small Business Administration will be for-varded 
to the Senior Small Business Specialist of the Procuring Activity (e. g., Small 
Business Administration Form 70, Certificates of Competency, etc.) for his 
information and analysis. 

c. Release of Information and Statistics by the Department of the Army. 
Release of information and statistics to other than authorized Department of 
the Army personne! will be made in accordance with current policy. When 
request is made through the prescribed channels, information and reports com- 
prising regularly compiled data concerning small business activities may be 
released to the Small Business Administrator. 


30-714 Operational Procedures. The policies and procedures herein 
prescribed do not in any way alter the present policy on methods of procure- 
ment (APP 30-103). Therefore, if formal advertising is determined by the 
Contracting Officer to be the appropriate method to utilize for a particular 
procurement, invitations for bids will be issued and awards made in precise 
accord with the provisions of section II, ASPR, and this Procedure, pertaining 
to formal advertising. In the implementation of the policies stated herein, 
Contracting Officers are cautioned not to engage in the practice of inviting bids 
for formally advertised procurement and then rejecting all bids and resorting to 
negotiation; for, in so doing, bidders would quickly lose confidence in the com- 
petitive bid system. Special care will be exercised to the end that small business 
concerns whose names appear on the appropriate bidders’ lists will receive an 
opportunity to participate. 
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a. Screening of Procurements. The purchasing offices, through the Small 
Business Specialists or other designated representatives of the chiefs of the 
purchasing offices will afford the Small Business Administration representatives 
assigned to such offices an opportunity to jointly screen all procurements prior 
to issuance of invitations for bids or requests for proposals of $10,000 and over, 
except— 

(1) Procurements classified CONFIDENTIAL or higher. 

(2) Procurements of an emergency nature. 
Thereafter, the Contracting Officer will be advised by the Small Business 
Specialist or other designated representative— 

(a) Whether a particular procurement is suitable for performance by 
small business concerns; 

(6) The minimum percentage of a particular procurement found 
suitable under (a) which the Contracting Officer will endeavor to place 
with small business concerns. 

While emergency purchases and classified procurements are excluded from the 
screening process, the Contracting Officer will inform the Small Business 
Administration representative, upon request, of the nature of the emergency, 
and in all cases will endeavor to secure small business participation when the 
procurements are suitable for performance by small concerns. In cases where 
there is no Small Business Administration representative assigned to a field 
purchasing office, the Small Business Specialist will screen procurements and 
Small Business Determinations will be executed where appropriate. 

b. Determinations for Small Business (Joint Determinations and Small 
Business Determinations). 

(1) At Department of the Army purchasing offices. 

(a) Where the Small Business Administration has a representative 
assigned full time, only Joint Determinations will be made, except in those 
cases where the Department of the Army Small Business Specialist feels 
that a determination for small business should be made, although the 
Small Business Administration representative has not requested a joint 
determination. In such cases the Department of the Army Small Business 
Specialist will initiate a request for a Small Business Determination ; 

(6) Where the Small Business Administration has a representative 
on a part time basis, a workable arrangement will be made between the 
purchasing office and the Small Business Administration Representative 
for joint screening for the purpose of making joint determinations. (On 
those occasions when the Small Business Administration Representative is 
not available for joint screening, the Department of the Army Small 
Business Specialist will initiate the screening and requests for Small 
Business Determinations. ) 

(c) Where the Small Business Administration does not have a repre- 
sentative assigned, the Department of the Army Small Business Specialist 
will perform the screening process and initiate Small Business Deter- 
minations. 


63038 O—55——_20 
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(2) One hundred percent joint determinations, on either formal adver- 
tising or negotiated procurement, may be entered into by a Contracting 
Officer when he is satisfied that there will be sufficient responsive bids or 
proposals from small business concerns to assure adequate competition and 
a fair price to the Government. In cases where 100 percent determinations 
are not considered advisable, partial determinations may be executed in 
appropriate cases. In connection with a proposed partial determination, 
the Contracting Officer will determine the quantity which, because of manu- 
facturing processes, would be a minimum economical production run and 
which would probably yield the most favorable price. The proposed pro- 
curement must involve at least two such quantities in order to permit the 
execution of a partial determination. 

(3) Contracting Officers shall not consider any one of the following 
factors in itself as constituting a complete and valid reason for rejection of a 
joint determination initiated by the Small Business Administration repre- 
sentative: 

(a) The fact that a large percentage of previous procurements of the 
item in question have been placed with small business concerns. 
(6) The item to be purchased is on a planned procurement list or 
under a production allocation program. In such cases— 
1. Partial joint determinations are permissible when appropriate, 
and 
2. One hundred percent joint determinations are permissible when 
the following conditions exist: 
(a) All planned producers are small concerns, or 
(b) It has been confirmed that large planned producers do not 
desire an opportunity to compete for the procurement in question. 
(c) The item to be purchased is on a Qualified Products List. In such 
cases, a 100 percent or partial joint determination is permissible and should 
be given consideration respectively when— 
1. Only small firms are on the list, or 
2. Both large and small firms are on the list. 
Every opportunity should be given to small as well as large firms to qualify 
their products, but no procurements should be delayed pending qualification 
of products. 
(d) The item or service to be procured is available from only one 
known source. 
In such cases, a joint determination is permissible when “sole source”’ is 
a small concern. It is recognized that a joint determination is manifestly 
inappropriate where there exists a justifiable “‘sole source” other than a 
small business. However, contracting officers should carefully scrutinize 
sole source procurements to determine in each case that a justifiable sole 
source is in fact involved. In these instances, efforts should be made to 
develop further qualified sources using any appropriate means, including 
the assistance of the Small Business Administration, but sources will not be 
confined to small business concerns exclusively. 
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(4) The Contracting Officer will endeavor to allow a minimum of 30 
days from date of issue of IFB or Request for Proposal to opening or closing 
date on all procurements. A shorter time than 30 days, however, will not 
in itself be an acceptable reason for rejecting a joint determination. 

c. Joint Determination. (APP 30-7021.) Joint determinations will not be 
made with respect to general classes of items but will be limited to individua) 
procurement actions which are expected to involve an expenditure of $10,000 
or more. In the course of screening the Small Business Administration Rep- 
resentative may initiate action for a joint determination in accordance with 
criteria set forth in section 214 of the Small Business Act of 1953, and the 
official designated by the purchasing office shall promptly (i) concur in the 
written recommendation of the Small Business Administration Representative 
or (ii) disapprove, stating in writing his reasons for disapproval. The Small 
Business Administration Representative will be permitted to appeal any such 
disapproval, within 2 full working days to the chief of the purchasing office 
or his designee, whose decision shall be final. Such joint determination may 
apply to all or a percentage of a single procurement. Joint determinations 
shall be binding on Contracting Officers, and such procurement or specified 
percentage thereof must be placed only with Small Business concerns, except 
as provided in ¢ below. 

d. Small Business Determinations. (APP 30-702/.) In the event a Small 
Business Administration Representative is not assigned to a field purchasing 
office or Small Business Administration personnel do not otherwise request 
that a joint determination be entered into, the Small Business Specialist as- 
signed to the field purchasing office will initiate action for a Small Business 
determination regardless of size of procurement, in the same manner and 
subject to the same provisions as set forth in 5 above. 

e. Withdrawals of Determinations. If in the light of the facts and circum- 
stances existing at the time of the placement of the contract the contracting 
officer considers that a contract cannot be made with a Small Business con- 
cern without detriment to the Government’s interest (for example, because 
of unreasonable price, unsatisfactory delivery schedule, insufficient capacity, 
lack of technical ability to produce, etc.), the Contracting Officer may request 
withdrawal of the determination. In the case of a joint determination, if the 
Small Business Administration Representative does not agree, the matter shall 
be referred to the chief of the purchasing office or his designee, whose decision 
shall be final, unless the chief or his designee decides to refer the matter to 
higher authority, in which event the decision of higher authority shall be final. 
A signed memorandum record of the withdrawal of any determination will be 
made and retained as a part of the specific procurement files. 

f. Procurements Involving a 100-Percent Determination. Procurements 
involving a 100-percent determination may be entered into by means of regular 
negotiation procedures or by a method of negotiating to be known as “Small 
Business Restricted Advertising.’ Small Business restricted advertising, in- 
cluding awards thereunder, will be conducted under procedures prescribed for 
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formal advertising under section II, ASPR, except that bids and awards will 
be restricted to Small Business concerns and the contract shall be awarded 
pursuant to the authority of section 2 (c) (1), Public Law 413, 80th Congress, 
as well as section 214, Public Law 163, 83d Congress. Where regular negotia- 
tion procedures are utilized to effect the procurement, competition and wide- 
spread publicity will be used to the fullest extent practicable and due con- 
sideration shall be given to placing procurements, without detriment to the 
Government, with qualified small concerns in need of business as against small 
concerns having ample workload. Each invitation for bid (request for pro- 
posal) issued in connection with a proposed procurement which has been ear- 
marked for Small Business concerns will contain substantially the following 
clause: 


NOTICE TO PROSPECTIVE BIDDERS 


“The Small Business Administration and the Contracting Officer have 
jointly determined, in accordance with the criteria set forth in section 214, 

blic Law 163, 83d Congress, to award this procurement to a small busi- 
ness concern. Therefore, bids (proposals) under this procurement are 
restricted to small business concerns, and awards will be made to the small 
business concern submitting the lowest responsible bid (proposal) con- 
forming to the invitation, price and other factors considered. (The De- 

rtment of Defense defines small business as any concern which, including 
its affiliates, employs in the aggregate, fewer than five hundred employees.) 
The right is reserved to reject ~~ bid (proposal) when it is in the interest 
of the Government to do so. Bids (proposals) received from firms not 


classified as small business will be considered as non-responsive.” 


In cases when a Small Business determination has been made the first sentence 
in the above: * * * “The Small Business Administration and the Contracting 


Officer have jointly determined * * * to award this procurement to a small 
business concern.”’, will be deleted and the following substituted: 

“A small business determination has been made (in accordance with 
current regulations) that this procurement will be awarded to a small 
business concern.’ 

Where bids are received from large business at prices lower than those quoted 
by Small Business, it may be an indication that screening for susceptibility of 
the procurement from small business was not as complete as it should have 
been. Such bids by large firms will be regarded as courtesy bids and will be 
considered nonresponsive. Records of such lower bids from large business 
should be maintained at the purchasing office for use in determining the pro- 
priety of executing determinations in connection with future procurements 
of the same or similar items. Although APP 30-714e permits withdrawal of 
a determination due to unreasonable price, all purchasing offices should only 
enter into 100 percent determination after careful consideration of all the 
factors involved, including the possibility of a bid or proposal from a large 
firm substantially lower than any which could be received from a small 
business. 
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g. Procurements Under Partial Determination. 

(1) When a determination for a stated percentage of less than 100 
percent is entered into (APP 30-7146 (2)) in conjunction with a procurement 
to be effected by formal advertising conducted pursuant to section 3 of the 
Armed Services Procurement Act, the percentage under partial determination 
will be negotiated. In situations in which such a stated percentage is so 
used, the following procedure will be followed: 

(a) A notification to prospective bidders, stipulating that a portion 
of the procurement will be exempted for procurement from small business 
firms, will be included in the invitation for bid and be synopsized. It will 
contain the following statement: 


NOTICE TO PROSPECTIVE BIDDERS 


“Negotiation for award of the exempted portion of this procurement 
will be conducted only with responsiblesmall firms who submit responsive 
bids on the advertised portion at a unit price within 120 percent of the 
highest award made.” 

(6) Invitations for bids or requests for proposals will be issued, except 
for the portion exempted for Small Business. These invitations for bids or 
requests for proposals will be issued to both large and small business 
firms and only those small business firms who then bid on this advertised 
portion at a unit price not in excess of 120 percent of the highest award 
made or not in excess of 120 percent of the fair and reasonable price as 
determined by the Contracting Officer will be considered eligible to par- 
ticipate in the negotiation of the portion exempted under the partial 
determination. Care must be exercised that a sufficient number of small 
business firms are included on the bidders’ list to insure placement of the 
portion exempted under the partial determination for small business. 

(c) After opening of bids, the portion exempted for small business will 
be negotiated with eligible small business firms— 

(i) At a unit price equivalent to the award price under the invitation 
for bids or requests for proposals, when the award(s) is (are) for a single 
price; 

(ii) At a price determined by the Contracting Officer to be fair and 
reasonable but in no event at a unit price higher than the highest price 
of an award made under the invitation for bids when the award(s) is 
(are) at multiple prices. In the absence of changes in market trends and 
other factors requiring consideration, the Contracting Officer shall use 
for such fair and reasonable price the weighted average. The weighted 
average shall be ascertained by adding the total dollar amounts of all 
awards under the advertised portion and then dividing such grand total 
by the total number of units included in al] awards under the advertised 
portion. 

(d) In conducting negotiations for the exempted portion of the pro- 
curement, it is permissible to reveal only the total price(s) of the contract(s) 
awarded on the unexempted portion. 
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(e) In cases where no small business firm submits a proposal on the 
portion to be negotiated with small business, or cannot meet the price 
determined in accordance with (6) above, the determination is auto- 
matically dissolved and the procurement may be negotiated with the 
successful bidder(s) on the portion not exempted provided there is a 
reasonable assurance that a better price cannot be obtained by readvertis- 
ing or reopening negotiations with all interested firms for the entire re- 
maining quantity to be procured. 

(2) When a determination for a stated percentage of less than 100 


percent is entered into in conjunction with a procurement to be effected by 
negotiation conducted pursuant to section 2(c) (1) of the Armed Services 
Procurement Act, the procurement will be handled in the same manner as 
procurements under (1) above, except that the portion not exempted will be 
negotiated instead of formally advertised. Care must be exercised that suffi- 
cient Small Business sources are issued requests for proposals for the portion 
not exempted to insure competition for the exempted portion. In conducting 
negotiations for the exempted portion, cost or other pricing data pertaining 
to the award of the portion not exempted will not be divulged. 


h. Form. The following form of determination is recommended for use 


with both joint determinations and small business determinations. 


Date __- 


1. In accordance with the provisions of section 214, Public Law 163, 
83d Congress, it is hereby determined (use “jointly determined” in case 
of joint determination): 

( ) a. To be in the interest of mobilizing the Nation’s full productive 
capacity. 

( ) 6. To be in the interest of the national defense program to 
earmark __-__-_- % of the attached procurement No. ------ with small 
business concerns only and to award to a small business concern 
or concerns the portion of the attached procurement so earmarked. 

( )c. Reasons for entering into above determination: 


meee ee mw ee He ee ee ee ee ee He me eee eH Me ee eee ee ee ee eee ee ee eee eee 


SBA Representative Military Representative 
(In the case of small business determination, substitute ‘Small business 
Specialist’’) 
2. Statement by military representative (if rejection): 
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WITHDRAWAL OR MODIFICATION 


Date 
4. Statement of reasons by military representative for requesting with- 
drawal or modification of the Small Business Determination (or Joint 
Determination): 


BORBOVORS «0 sep atibiwnn 
Military Representative 


Disapproved: - 


5. Remarks of reviewing authority: 


30-715 Certificates of Competency. 

a. Authority. Authority of the Small Business Administration to issue 
certificates of competency is contained in Public Law 163, 83d Congress (APP 
30-702). 

b. Issuance of Certificates of Competency. The Small Business Admin- 
istration has the authority to certify the competence of any small business 
concern as to capacity and credit. Prior to making certifications, the Smal! 
Business Administration will obtain and consider such technical and financial 
information concerning any such firm as may be reasonably available from the 
purchasing office. Certifications as to financial competency reflect the judgment 
of Small Business Administration that the Government will not be taking an 
unreasonable risk of an unsatisfied judgment in the event of default, although 
it is not implied that the. possible future claims by the Government will be 
fully satisfied. Contracting officers will accept certificates of competency from 
Small Business Administration as conclusive without requiring the meeting 
of any other requirement with respect to capacity or credit. 

c. Meaning of Certificate of Competency. The following is a brief sum- 
mary of Small Business Administration’s understanding of the meaning of 
these certificates and the matters upon which they must be satisfied before 
they issue one. 

(1) Capacity. With respect to capacity, Small Business Administra- 
tion’s certificate means that the concern or group of concerns certified has 
the technical ability, managerial and operational supervision, and that it 
possesses the necessary equipment, facilities and qualified craftsmanship to 
perform the contract according to its terms. Further, that it will be able to 
perform according to the specification and in conformity with the production 
and delivery schedules set forth in the contract. 

(2) Credit. As to credit, Small Business Administration’s certificate 
means that credit factors will not interfere with complete and timely per- 
formance. It means that Small Business Administration is satisfied, that— 

(a) The concern can finance all costs of performance out of its own 
funds; or 


(6) It cannot do so, but the outside financing from private sources 
will be available; or 


(c) Outside financing is needed and is not available from private 
sources but will be made available by the Small Business Administration. 
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d. Appeals Procedure. 
(1) In the event that the Contracting Officer questions the issuance of a 
proposed Certificate of Competency after complete interchange of informa- 
tion, he will so notify the representative of the Small Business Administration, 
stating his reasons, and request. that the Administrator, Small Business Ad- 
ministration, consider nonissue or withdrawal of the certificate, and that the 
Contracting Officer be notified in writing of the action taken. 

(2) In the further event that nonissue or withdrawal of the certificate 
is declined by Small Busiress Administration and a certificate is issued, and 
the Contracting Officer then determines that acceptance would not be in the 
best interest of the Government the following procedure will be followed: 

(a) The Contracting Officer will withhold award of the contract, 
pending decision by higher authority. 

(6) The Contracting Officer will promptly forward to the Head of the 
Procuring Activity a written request for withdrawal of the certificate. 
This request shall be supported by a complete statement of the facts leading 
to the Contracting Officer’s determination that the certificate should not 
be applied. 

(c) The Head of the Procuring Activity, if supporting the Contract- 
ing Officer, will refer the request to the Office of the Deputy Chief of Staff 
for Logistics. 

(3) A preaward survey is still required and awards can only be made 
in accordance with ASPR 1-307 and APP 1-357 except as amended by the 
Small Business Act of 1953 (APP 30-702a). 

e. Notification to Small Business Administration. 

(1) Policy. Contracting officers will advise Small Business Administra- 
tion Representatives with respect to small firms which, in spite of having 
submitted otherwise acceptable bids or proposals that would normally place’ 
them in a position to receive an award, have been found deficient as to 
capacity and/or credit, and for this reason contemplated awards to such 
small business firms are being or may be withheld. Based upon this notifi- 
cation the Small Business Administration may, after their own investigation 
and evaluation, issue a Certificate of Competency. Unless a Certificate of 
Competency is received by the purchasing office within 10 working days after 
receipt by Small Business Administration of the Contracting Officer’s advice 
on & specific small business firm, it will be assumed by the purchasing office 
that no certificate will be issued and the Contracting Officer will make 
award in accordance with normal procedures. Upon request, Small Business 
Administration Representatives will be supplied with all reasonably avail- 
able pertinent information developed by or known to the purchasing office 
with respect to the small business firm under consideration. Such informa- 
tion shall be furnished solely by the purchasing office. 

(2) Application. 

(a) This procedure will not apply to proposed awards of less than 
$1,000. 

(6) This procedure may be utilized by the contracting officer on 
proposed awards of $1,000 and over and less than $10,000 at his option. 
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(ec) This procedure will be followed on proposed awards of $10,000 
and over. 

f. Termination for Default. No contract involving a certificate of 
competency issued by Small Business Administration will be terminated for 
default without prior administrative approval of the Head of the Procuring 
Activity, due to the fact that another Government agency is involved. 


30-716 Disagreements Regardirg Policies and Procedures. Dis- 
agreement in matters of procedure or basic intent of the foregoing should be 
settled with Small Business Administration Representatives at purchasing 
office or intermediate command levels. Where agreement cannot be reached, 
the matter will be referred to the Deputy Chief of Staff for Logistics, Attn: 
Chief, Purchases Branch, through channels. 


30-717 Defense Production Pools. The statement of principles and 
procedures contained herein are applicable to smal! business production pools 
approved by the Small Business Administration as well as to defense production 
pools previously approved by the Defense Production Administration (DPA), 
both of which will be referred to simply as production pools. 

a. Contracting Officers shall use the following statement of principles for 
guidance in contracting with approved production pools: 

(1) Definition. A production pool consists primarily of a group of 
manufacturing concerns having among themselves production facilities, 
whose owners have associated together for the purpose of obtaining and per- 
forming jointly or in conjunction with each other, contracts for the produc- 
tion of articles, equipment, supplies, and materials and the furnishing of 
services for defense use, and who have agreed among themselves concerning 
their organization, relationship and procedure, and which has been approved 
as a production pool in accordance with the Defense Production Act of 1950, 
as amended (and/or the Smal] Business Act of 1953). 

(2) Exemption from Federal Anti-Trust Laws and Walsh-Healey Act. 
Approved production pools have been granted certain privileges including 
(i) immunity from possible prosecution under the Federal Anti-Trust Laws 
and the Federal Trade Commission Act to the extent that the operations of 
such pools are held within the limits of the voluntary program approved by 
Small Business Administration and (ii) exemption from the requirement 
to conform to the definition of “manufacturer’’ or “regular dealer’’ in section 
1 (a) of the Walsh-Healey Act, as set forth in ASPR 1-201.9. In all other 
respects, however, financial responsibility and performance capability of 
the production pool will be determined as for any contractor in accordance 
with established procedures. 

(3) General Policy. It is the general policy to conduct business with 
production pools on the same basis as with all other bidders or contractors. 
Pools will neither be discriminated against nor favored over other bidders 
solely by reason of the form of their organization. In the case of all other 
potential suppliers, pools will not be relieved of the burden of actively 
seeking Government contracts nor of being competitive price-wise. 

(4) Determination of Status. It is the responsibility of the Contract- 
ing Officer to determine that a group of firms seeking to do business with the 
Government is an authorized production pool. In the absence of an approved 
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list published by the Department of the Army, or publication of notice in 
the Federal Register, of the approval of a production pool by Small Busi- 
ness Administration, such pool shall be required to enclose a photostatic copy 
of its notification of approval when applying for inclusion on appropriate 
bidders’ lists. 

(5) Solicitation of Bids and Quotations from Pools. Upon request of 
a duly authorized production pool, in the form required for all persons and 
firms, the production pool shall be placed on appropriate bidders’ lists. 
Invitations for bids and requests for proposals shall be furnished to produc- 
tion pools on an appropriate bidders’ list for a specific item or group of items. 
Each production pool will normally be considered as one source of supply, 
irrespective of the number of its members, and will be generally furnished 
with one set of IFB’s or request for proposal form. However, membership 
in a pool shall not of itself preclude individual members from being placed 
on bidders’ lists for which they are individually qualified nor from bidding 
on appropriate procurements. 

(6) Procurement of QPL Products. A Defense Production Pool may 
participate in Qualified Products List (QPL) procurement by submitting 
bids thereunder provided, however, one or more of the members of the pool 
has QPL approval for the product and, provided further, such qualified 
members can otherwise meet requirements as to deliveries, etc. In such cases 
the pool should, at the time of submitting its bid, identify the qualified mem- 
bers and the quantities of the product to be supplied by each qualified member 
under the proposed contract. Members of the pool who do not have products 
on the QPL will not participate in the particular QPL product procurement. 

(7) Award of Contracts. 

(a) Bids and quotations submitted by production pools will be ana- 
lyzed pursuant to the same procedures and principles which pertain to all 
other prospective contractors. 

(6) Approval of an organization as either a defense production pool or 
a small business production pool does not automatically confer upon such 
pools the preferences and privileges normally accorded to ‘Small Business”’ 
concerns. Such consideration shall be accorded only to those production 
pools which have also been designated as ‘Small Business” in accordance 
with the criteria set forth in APP 30-702). 

(c) Where the pool will substantially perform a contract in plants 
located in areas of labor surplus, the preferences granted to contractors 
performing work in such areas will be applied -to the award of the contract. 

(d) Small Business Administration or Defense Production Adminis- 
tration approval of a production pool shall not relieve the Contracting 
Officer of the responsibility for determining the financial and technical 
ability of the contractor, whether it be a pool or a member thereof, to 
perform the contract. Before awarding a contract to a pool, the 
Contracting Officer will assure himself that: 

(i) There will be performance, both as to quality and delivery. Pre- 
award surveys will be conducted with respect to determining a pool’s 
capability of performance in the same manner as for any other con- 
tractor. In order to assure the uninterrupted production of the manu- 
facture of supplies or the furnishing of services to be undertaken by a 
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pool, the financial resources to be employed in or available for the 

performance of the contract will be examined just as in the case of an 

individual contractor, to determine whether they are sufficient to give 
reasonable assurance of satisfactory performance. 

(ii) The pool agreement adequately binds each participating mem- 
ber who agrees to undertake part of the work on a contract to comply 
with his obligation. 

(8) Execution of Contracts with Pools. Contracts awarded to produc- 
tion pools normally will be made in the name of the production pool. A 
written statement will be submitted by the pool, signed by each member of 
the pool who is to participate in the performance of the Government contract. 
and will be appended to the contract certifying to current membership in the 
pool and contain a guarantee or other assurance by each signatory firm that 
it will satisfactorily perform its allotted portion of the contract and set forth 
the extent of each participant’s financial liability to the pool for such per- 
formance. If the terms of the pool agreement provide for a member to enter 
into a contract in the name of the member, there shall be submitted with the 
bid a copy of said pool agreement, together with evidence of specific authori- 
zation of the individual member to so act, and the contract may be executed 
in the name of the individual member who in so doing will be required to 
assume full responsibility for performance of the contract. 

b. The defense production pools which have been approved by the Small 
Business Administration are— 


Name and address Status Designation 
Omaha Industries, Inc., 1302 Farnam Street, Omaha2, Active.._...._.._ Small business. 
Nebr. 
Coordinated Manufacturers of Santa Clara County, Standby Do. 
Iac., 65 Scharff Avenue, San Jose, Calif. 
Greater New York Manufacturing Pool, 280 Lexington  -_-_do Do. 
Avenue, New York, N. Y. 
Peoria Consolidated Manufacturers, Inc., Office of the 568; 
Trustee, 109 South First Street, Monmouth, III. 
Central California War Industries, Inc., 106 North ..do 
First Street, Fresno, Calif. 
Illinois Manufacturers Defense Pool, Inc., 6242 South  —__ do- 
Western Avenue, Chicago, II. 
Dade County Industries, Inc., Machine Co., Inc., -_--do__. 
105 N. W. Fifth Street, Miami, Fla. 
Small Manufacturers Cooperative, 749 Myrtle Avenue, Active 
Bridgeport, Conn. 
Specified Finishes, Inc., 345 North Western Avenue, Standby 
Chicago, Il. 
Florida Wood Co-Operative, 139 N. E. First Avenue, ----_do 
Miami 34, Fla. 
Mil-Fin, Inc., East Water Street, Waukegan, Ill ..do-. 
Consolidated Industries Defense Production Pools, do. 
Inc., 745 Fifth Avenue, New York 22, N. Y. 
Engravers Production Group of New York, 119 West _do- 
57th Street, New York 19, N. Y. 
Woodworking Defense Production Pool of New York ----do-. 
Area, 119 West 57th Street, New York 19, N. Y 
Metal Products Co. Production Pool, Craighead Street, 
Nashville, Tenn. 
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Name and address 

General Tire Production Pool, Inc., 1218 West Gar- 
field Street, Wabash, Ind. 

National Production Pool, 161 Grand Street, New 
York, N. Y. 

Tri-State Defense Industries, Inc., 171 Madison Av- 
enue, New York, N. Y. 

Wisconsin Manufacturers’ Defense Pool, Inc., 1303 
North Fourth Street, Milwaukee, Wis. 

Antico Pool, 212 Concord Street, Brooklyn, N. Y 

Burlington Industries Pool, 109 Layfayette Street, Riv- 
erside, N. J. 

Small Plants Associates of Philadelphia, c/o The F. H. 
White Co., 40 North Sixth Street, Philadelphia 6, 
Pa. 

Albuquerque Production Pool, Inc., 3024 Central Av- 
enue SW., Albuquerque, N. Mex. 

Federated Facilities, Inc., 2840 Fourth Avenue South, 
Minneapolis, Minn. 

Allied Specialties Co., 1534 Pratt Street, Philadelphia 
24, Pa. 

United Western Manufacturers, Inc., 301 East Regent 
Street, Inglewood 1, Calif. 

Wyoming Valley Manufacturers Pool, Inc., Trucks- 
ville, Pa. 

Allied Construction Contractors, 105 Earl Avenue, 
Joliet, Ill. 

Gulf Coast Production Pool, 611 Industries Building, 
New Orleans, La. 


Standby_....___ Small business. 
Active. -.-.-- : Do. 
Standby ---- -- Do. 


Active _ ..._- 
Standby--.----- 


site call Radcainus han 
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APPENDIX 5 
Number: 4100.9 
Date: March 10, 1954 


DEPARTMENT OF DereNnse INSTRUCTION 


Subject: Relations with Small Business Administration. 
Reference: (a) Directive 4100.9, Relations with Small Defense Plants Adminis- 
tration, 10 June 1953. 
I. PURPOSE 


The purpose of this instruction is to coordinate the existing Department of 
Defense small business program with certain responsibilities of the Small Business 
Administration. 

II. CANCELLATION 

Reference (a) is cancelled. 


III, POLICY GOVERNING THE RELATIONS BETWEEN THE DEPARTMENT OF DEFENSE 
AND THE SMALL BUSINESS ADMINISTRATION 


A. The Small Business Administration 


Public Law 163, 83rd Congress, First Session (approved July 30, 1953) created 
the “Small Business Administration” (hereinafter referred to as “SBA’’) and 
gives the Administration certain powers and responsibilities incident to the 
placement of Government contracts with small business concerns. 

In order to coordinate the existing Department of Defense smal! business 
programs with certain responsibilities of the Small Business Administration under 
the Act, the General Policy and Basic Program covered in the succeeding para- 
graphs is established. 


B. General policy 


1. There is hereby reaffirmed the policy of the Department of Defense to obtain 
for small business concerns the greatest practicable participation in the defense 
procurement program, both through prime contracting and through encourage- 
ment of subcontracting. 

2. In carrying out this policy, and the program hereinafter set forth, the primary 
consideration of the Department of Defense shall be that of securing performance 
or deliveries at the time, in the quantity, and of the quality required by the defense 
program, and nothing stated herein shall detract from that consideration. Fur- 
thermore, actions taken under this policy shall be consistent with other procure- 
ment and military objectives. 

3. The contracting office has nsibility for the proper award of contracts and 
the procedures established hereunder shall be carried out in such manner as not to 
impair or interfere with the expeditious operation of the procurement process. 
The SBA representative will have no veto power in the placing or awarding of 
contracts. 

4. It will be the responsibility of the Military Departments to establish operat- 
ing procedures in conformity with the policy stated herein, and submit such 
re to the Assistant Secretary of Defense (Supply and Logistics) for 
approval. 

5. In furtherance of the purposes of the Act creating SBA, and in the imple- 
mentation of the program hereinafter set forth, DOD and SBA personnel will 
consult and cooperate to the maximum extent ——. within contracting 
offices to which SBA personnel may be assigned, and at other levels, as appropriate. 


C. Basic program 


1. SBA may assign one or more representatives to the contracting offices of the 
Military Departments. Such representatives will be known as SBA Representa- 
tives. 

2. The contracting offices, through the senior Small Business Specialists therein 
or other designated representatives of the chiefs of the contracting offices will 
afford the SBA representatives assigned to such offices an opportunity to jointly 
screen all procurements (except for those items classified Confidential or higher 
and those of an emergency nature), prior to issuance of bids or requests for pro- 
posals and advise the Contracting Officer: 

a. whether a particular procurement is suitable for performance by small 
business concerns, 

b. the minimum percentage of a particular procurement found suitable 
under (a) which the contracting office will endeavor to place with small 
business concerns. 











304 MILITARY PROCUREMENT—1955 


3. While emergency purchases and Classified procurements are excluded from 
the screening process, the contracting office will inform the SBA representative of 
the nature of the emergency, and in all cases will continue to secure small business 
participation when the procurements are suitable for performance by smal! 
concerns. 

4. In the course of or subsequent to screening, the SBA Representative may 
initiate action for a joint determination in accordance with criteria set forth in 
Section 214 of the Act, and the official designated by the contracting office shall 
promptly (1) concur in the written recommendation of the SBA Representative 
or (2) disapprove, stating in writing his reasons for disapproval. The SBA 
Representative will be permitted to appeal any such disapproval, within two full 
working days to the chief of the contracting office or his designee whose decision 
shall be final. 

5. Such joint determination may apply to all or a percentage of a single pro- 
curement. Joint determinations shall be binding on contracting offices, and 
such procurement or specified percentage thereof must be placed only with small 
business concerns. Such procurement shall be placed in accordance with detailed 
operating procedures to be established as provided in paragraph 4 of the General 
Policy. If, however, in the light of the facts and circumstances existing at the 
time of the placement of the contract the contracting officer considers that a 
contract cannot be made with a small business concern without detriment to 
the Government’s interest, (e. g., because of unreasonable price) the contracting 
officer may request withdrawal of the joint determination. If the SBA Repre- 
sentative does not agree, the matter shall be referred to the chief of the con- 
tracting office or his designee, whose decision shall be final, unless the chief or 
his designee decides to refer the matter to higher authority, in which event the 
decision of higher authority shall be final. A signed memorandum record of 
the withdrawal of any joint determination shall be made and retained in the 
procurement file. 

6. Joint determinations shall not be made with respect to general classes of 
items, but will be limited to individual procurement actions which are expected 
to involve an expenditure of $10,000 or more. 

a. In order to assure that proposed procurements under joint determina- 
tion receive widespread publicity, such procurements will be sunopsized, in 
accordance with applicable directives, in the Department of Commerce 
“Synopsis of U. 8. Government Proposed Procurement and Contract Awards.”’ 

(1) In transmitting procurement information to the Department of 
Commerce for inclusion in the Daily Synopsis, a separate transmittal 
will be made on those procurements which are under joint determination, 
and the transmittal will clearly state that ‘“The Proposed Procurement(s) 
listed herein is (are) under Joint Determination.”’ 

b. Invitations for Bid or Requests for Proposal on procurements selected 
for joint determination will be made available in sufficient number to provide 
a minimum of one copy, with all attachments, for each SBA Regional and 
Branch Office and the SBA Washington Headquarters, except where the 
SBA representatives believe a smaller number of copies will be adequate. 
a SBA representative will handle the distribution of the data to their 
offices. 

7. Procurements under a 100% joint determination as described in paraga hs 
4, 5, and 6 above may be entered into by means of negotiation or by a met. to 
be known as Small Business Restric Advertising. Small business restricted 
advertising, including awards thereunder, will be conducted in the same way as 

rescribed for formal advertising under Section II, Armed Services Procurement 
gulation, except that bids and awards will be restricted to small business con- 
cerns and the contract shall be awarded pursuant to the authority of Section 214 
of Public Law 163. Where negotiation under Section 2 (c) of the Armed Services 
Procurement Act is the method of procurement, competition and widespread 
publicity will be used to the fullest extent practicable and due consideration shall 
be given to placing procurements, without detriment to the Government, with 
qualified small concerns in need of business as against small concerns having 
ample workload. 

a. Each invitation for bid issued in connection with a proposed procure- 
ment which has been earmarked for small business concerns will contain 
substantially the following clause: 
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NOTICE TO PROSPECTIVE BIDDERS 


The Small Business Administration and the Contracting Officer have 
jointly determined, in accordance with the criteria set forth in Section 214 
of Public Law 163 to award this procurement to a smal! business concern 
Therefore, bids under this procurement are restricted to small business 
concerns, and awards will made to the small business concern sub- 
mitting the lowest responsible bid conforming to the invitation, price 
and other factors considered. (The Department of Defense defines 
small business as any concern which, including its affiliates, employs in 
the regate fewer than five hundred employees.) The right is 
reserved to reject any bid when it is in the interest of the Government to 
do so. Bids received from firms not classified as small business wil! be 
considered as nonresponsive. 

8. When a joint determination for a stated percentage of less than 100% is 
entered into in conjunction with formal advertising conducted pursuant to Section 
3 of the Armed Services Procurement Act, the percentage under joint determina- 
tion will be negotiated. In situations in which such a stated percentage is so 
used, the following procedure will be utilized: 

a. Determine the optimum quantity which, because of manufacturing 
processes, would probably yield the most favorable price and issue invitations 
for bid under the advertised portion for that quantity only, holding back the 
remainder under joint determination for future placement by negotiation 
with small business concerns. 

b. Upon receipt of formal bids, undertake to negotiate with small busi- 
ness firms the percentage held back under joint determination: 

(1) At a price equivalent to the lowest qualified bid received under 
the invitation for bids, when the award(s) is (are) for a single price. 

(2) At a price determined by the Contracting Officer to be fair and 
reasonable but in no event at a price higher than the highest price of an 
award made under the invitation for bids when the award(s) is (are) at 
multiple prices. In the absence of changes in market trends and other 
factors requiring consideration, the Contracting Officer shall use for 
such fair and reasonable price the weighted average. The weighted 
average shall be ascertained by adding the total dollar amounts of all 
awards, then dividing such grand total by the total number of units 
included in all awards. 

9. The policies herein prescribed do not in any way alter the present method of 
awarding contracts by formal advertising. Therefore, if formal advertising is 
determined by the contracting officer to be the appropriate method to utilize for 
a@ particular procurement, invitations for bid will = issued and awards made in 
precise accord with the provisions of ASPR, Section II, and the respective depart- 
mental procedures pertaining to formal advertising. In the implementation of the 
policies stated herein, contracting officers are cautioned not to engage in the 
practice of inviting bids for formally advertised procurement and then rejecting 
all bids and resorting to negotiation; for, in so doing, bidders would quickly lose 
confidence in the ¢dompetitive bid system. Special care will be exercised to the end 
that small business concerns whose names appear on the appropriate bidders’ 
lists will receive an opportunity to participate. 

10. Contracting Officers will provide SBA Representatives an opportunity to 
recommend, within a reasonable period of time, appropriate numbers of small 
business concerns for inclusion in the list of bidders or firms to be solicited with 
respect to any procurement found suitable for performance by small business 
concerns. 

11. The Small Business Administration has the authority to certify the com- 
petence of any small business concern as to capacity and credit. Prior to making 
certifications, SBA will obtain and consider such technical and financial infor- 
mation concerning any firm as may be available from the purchasing activity. 
Certifications as to financial competency reflect the judgment of SBA that the 
Government will not be taking an unreasonable risk of an unsatisfied judgment 
in the event of default, although it is not implied that all possible future claims by 
the Government will be fully satisfied. Contracting officers will accept certificates 
of competency from SBA as conclusive without es the meeting of any other 
requirement with respect to capacity or credit. owever, in case of grave doubt 
on the part of the contracting officer as to the firm’s ability to perform, he shall 
refer the case, with all pertinent available information and an indication as to 
degree of urgency, to higher echelons for review prior to awe.rd. 
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12. SBA is empowered by the Act to determine the concerns which are to be 
designated “Small Business Concerns’’ for the purposes of the Act. Such de- 
terminations, when made, shall be accepted by the Department of Defense; 
nevertheless, in the absence of such determination, the Department of Defense 
will observe its definition of small business concerns as “any concern which, in- 
cluding its affiliates, employs in the aggregate fewer than 500 persons.” 

13. In any case in which the Small Business Administration certifies, in accord- 
ance with Section 208 that the Administration is competent to perform any specific 
Government contract, such certification shall be made by the Administrator to 
the Procurement Secretary of the Military Department concerned. 

14. All matters of basic policy relating to prime contracting or subcontracting 
with small business concerns will be dealt with for the Department of Defense by 
the Assistant Secretary of Defense (Supply and Logistics). Disagreements in 
matters of procedure or basic intent of this instruction which cannot be settled 
between the Military Department and SBA will be referred to the Assistant Secre- 
tary of Defense (Supply and Logistics) for resolution as to the position of the 
Department of Defense. 


IV. DEPARTMENTAL IMPLEMENTATION 


The Secretaries of the Military Departments shall take action to implement this 
instruction immediately and shall submit revised regulations, procedures and 
instructions in duplicate to the Assistant Secretary of Defense (Supply and Lo- 
gistics) within thirty (30) days of the date of this instruction. 


Vv. EFFECTIVE DATE 


The revised policy is effective immediately. 
C. 8. THomas, 
Assistant Secretary of Defense (Supply and Logistics). 


APPENDIX 6 


Department of the Army small business council 


Member and Title Represents 

Mr. J. W. Askins, small-business adviser Assistant Secretary of the 
Army (Logistics and Re- 
search and Develop- 
ment) and Deputy Chief 
of Staff for Logistics. 

Maj. George Katz, senior small-business specialist... Chief Chemical Officer. 

Mr. D. A. Dunn, senior small-business specialist Chief of Engineers. 

Mr. H. M. Evans, senior small-business specialist__.. Chief of Ordnance. 

Mr. DeForest Anthony, seniorsmall-businessspecialist. The Quartermaster Gen- 


eral. 
Mr. J. P. Jaquette, senior small-business specialist... Chief Signal Officer. 
Capt. F. S. Tarantino, senior small-business specialist. The Surgeon General. 
Mr. Richard Pilcher, senior small-business specialist_._ Chief of Transportation. 
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APPENDIX 6(4 


Department of the Army—List of purchasing activities 


spec alists 


=MICAL CORPS 
M 4jOr purchas ne om 


Atlanta Chemical Procurement istrict, 44 Broad 
NW., Atlanta, Ga 
simp Detrick, Frederick, Md 

hemical Section, Memphis General Depot, Memp! 
renn. 

‘hemical Corps Research Procurement Office, Arm) 
Chemical Center, Md 

Chicago Chemical Procurement District, 226 West Jackson 

Blvd., Chicago 6, Ill 

illas Chemical Procurement District, 1114 Comme 

St., Dallas 2, Tex 

tugway Proving Grounds, Dugway, Utah 

New York Chemical Procurement District, 180 Varick St 
New York 14, N. Y 

Pine Bluff Arsenal, Pine Bluff, Ark 

Rocky Mountain Arsenal, Denver 2, Colo 

San Francisco Chemical Precurement Dist 
St., Oakland 12, Calif 

P. ana C. Branch, Deseret Chemical Depot, 

uurchases made after May 1, 1955, for thi 


} 


vill be made by Tooele Ordnance Depot 


CORPS OF ENGINEERS 


f Ralpl 


spare Parts Supply and Stock Control Office, Corps 
Engineers, U. 8S. Army, Post Office Box 119, 110 West 
Long St., Columbus 16, Ohio 
New Orleans District, Corps of Engi v, 
Post Office Box 267, Foot of Prytania St ; W y, 
La 
Louis District, Corps of Engineers, | 
Locust St., St. Louis 2, Mo 
Kansas City District, Corps of Engineers, U. | 
601 Davidsun Bldg., 10 East 17th St., Kansas City, 
ymaha District, Corps of Engineers, U. S. Army, 
Jackson St., Omaha, Nebr. 
w England Division, Corps of Engineers, 
57 Commonwealth Ave., Boston 15, Mass 
wth Atlantic Division, Corps of Engineers, 
x) Church St., New York 7, N. Y 
Iti District, Corps of Engineers, | 
Office Box 1715, 24th and Maryland 


\fa 
iG 


astern Ocean District, Corps 
446 Broadway, New York 13, N. 
Eastern Ocean District, Corps of Eng 
Post Office Box 2020, Norfolk, Va. 
Eastern Ocean District, Corps of Engineers, U. 8S. Army, 
Westover Air Force Base, Chicopee Falls, Mass. 
New York District, Corps of Engineers, U. 8. Army, 111 
East 16th St., New York 3, N. Y. 
Norfolk District, Corps of Engineers, U. §. Army, Post 
Office Box 119, Foot of Front St., Norfolk 1, Va. 
Iphia District, Corps of Engineers, U. 8. Army, 
Abbottsford Ave., Philadelphia 29, Pa 
hington District, Corps of Engineers, U. 8. Army, Ist 
and Douglas Sts. NW., Washington 25, D. C 
Buffalo District, Corps of Engineers, U.S. Army, Engineer 
Park, Buffalo 7, N. Y. 
Detroit District, Corps of Engineers, U. 8S. Army, 800 East 
Jefferson Ave., Detroit 26, Mich. 
Milwaukee District, Corps of Engineers, U. § y; 
Federal Bldg., Post Office Box 744, Milwaukee, Wi 
Rock Island District, Corps of Engineers, U. 8. Army, 
Clock Tower Bldg., Rock Island, III. 
St. Pau] District, Corps of Engineers, U. § 
U. 8. Post Office and Customhouse, 180 
Blvd., St. Paul 1, Minn. 
North Pacific Division, Corps of Engineers, 
210 Customhouse, Portland 9, Oreg 
Portland District, Corps of Engineers, U 
Pittock Block SW., 10th Ave. and Wast 
land 5, Oreg 
Seattle District, Corps of Engineers, | 
East Marginal Way, Seattle 4, Wash 


6§63038—55- 21 
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Department of the Army 


CORPS OF ENGINEERS 


Major purchasing offices and addresses 


Walla Walla District, Corps of Engineers, U. 8. Army, 
Building 602, City-County Airport, Walla Walla, Wash. 

Ohio River Division, Corps of Engineers, U. 8S. Army, 
Post Office Box 1159, U. S. Post Office and Courthouse, 
Cincinnati 1, Ohio. 

Huntington District, Corps of Engineers, U. S. Army, 
Post Office Box 2127, 237-4th Ave., Huntington 18, W. Va. 

Louisville District, Corps of Engineers, U. 8. Army, 830 
West Broadway, Louisville, Ky. 

Nashville District, Corps of Engineers, U. 8, Army, Post 
Office Box 1070, 306 Federal Office Bldg., Nashville 1, 
Tenn 

Pittsburgh District, Corps of Engineers, U. 8. 
925 New Federal Bldg., Pittsburgh 19, Pa. 

South Atlantic Division, Corps of Engineers, U. 8. Army, 
Post Office Box 1889, 536 Old Post Office B!dg., Atlanta 1, 
Ga 

Charleston District, Corps of Engineers, U. 8. Army, 
Post Office Box 905, 33 Customhouse, Charleston 1, 
8. C. 

Jacksonville District, Corps of Engineers, U. 8. Army, 
Post Office Box 4970, 575 Riverside Ave., Jacksonville, 
Fla 

Mobile District, Corps of Engineers, U. 8. Army, Post 
Office Box 1169, 2301 Grant St., Mobile 7, Ala. 

Savannah District, Corps of Engineers, U. S. Army, Post 
Office Box 889, 200 East St. Julian St., Savannah, Ga. 


Army, 


Tullahoma District, Corps of Engineers, U. 8S. Army, 
Post Office Box 2091, Tullahoma, Tenn. 
Wilmington District, Corps of Engineers, U. S. Army, 


Post Office Box 1890, 308 Customhouse, Wilmington, 
N.C 

South Pacific Division, Corps of Engineers, U. S. Army, 
U.S. Appraiser Bldg., 630 Sansome St., Post Office Box 
3339, Rincon Annex, San Francisco, Calif. 

Los Angeles District, Corps of Engineers, U. 8. Army, 751 
South Figueroa St., Post Office Box 17277, Foy Station, 
Los Angeles, Calif. 

Sacramento District, Corps of Engineers, U. 8. Army, 1209 
Sth St., Post Office Box 1739, Sacramento, Calif. 

San Francisco District, Corps of Engineers, U. 8. Army, 
180 New Montgomery St., Post Office Box 3050, Rincon 
Annex, San Francisco, Calif. 

Southwestern Division, Corps of Engineers, U. 8. Army, 
1114 Commerce St., Dallas 2, Tex. 


Albuquerque District, Corps of Engineers, U. 8S. Army, 
Post Office Box 1338, Albuquerque, N. Mex. 
Fort Worth District, Corps of Engineers, U. 8. Army, 


Post Office Box 1600, 100 West Vickery, Fort Worth, Tex. 

Galveston District, Corps of Engineers, U. 8. Army, 606 
Santa Fe Bldg., Galveston, Tex. 

Little Rock District, Corps of Engineers, U. 8. Army, 300 
Broadway, Little Rock, Ark. 

Tulsa District, Corps of Engineers, U. S. Army, Post Office 
Box 61, Chamber of Commerce Bldg., 616 South Boston 
Ave., Tulsa, Okla. 

Army Map Service, Corps of Engineers, U. S. Army, 6500 
Brooks Lane, Washington 25, D. C. 

Chicago Procurement Office, Corps of Engineers, U. §S. 
Army, 226 West Jackson Blvd., Chicago 6, Ill. 

The Engineer Center, U. 8. Army, Fort Belvoir, Va 

Casad Engineer Depot, Corps of Engineers, U. 8. Army, 
New Haven, Ind. 


Granite City Engineer Depot, Corps of Engineers, U. 8. | 


Army, Granite City, I]. 

Marion Engineer Depot, Corps of Engineers, U. 8. Army, 
Marion, Ohio. 

Pasco Engineer Deyot, Corps of Engineers, U 
Pasco, Wash. 

Baton Rouge Engineer Depot, Corps of Engineers, U. S. 
Army, Baton Rouge, La. 

North Central Division, Corps of Engineers, U. 
536 South Clark St., Chieago 5, Ill. 

Chicago District, Corps of Engineers, U. S. 
Merchandise Mart, Chicago 54, Il. 


. S. Army, 


8S. Army, 


Army, 475 


Missouri River Division, Corps of Engineers, U. 8. Army, | 


Post Office Box 1216, Farm Credit Bldg., 206 South 19th 
St., Omaha 1, Nebr. 
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List of purchasing activities with names of small-business 
specialists—Continued , 


Continued 


Small-business specialist or representative: 


Orville F. Murray, representative. 


Dale F. Sullivan, representative. 


J. A. Barnaba, representative. 
Leland V. Anderson, specialist. Lo 


V. L. Hardy, representative. S 


Frank A. Boucher, specialist. 


John D. Sewell, specialist. N 
Earl H. Eubanks, representative. 
Harold Boa, representative. 


C. Venman, representative. 
Daniel H. Kalbach, representative. i 
C. I, Winch, representative. \ 


M. E. Webster, representative. E 
Donald M. Watt, representative. 
Ferdinard Meincke, Jr., specialist. I 


Alfred H. Triplett, representative. 


Thomas E. Bennett, specialist. 


James H. Eastham, representative. 
Fred B. Key, representative. 

A. B. Waltenspiel, specialist. 

John A. Brigance, representative. 
C. K. Weedman, representative. 


George J. Rick, representative. 


Hester P. Sullivan, specialist. 
Newton O. Holt, specialist. 


Joseph J. Cooney, specialist. 
Miss Ruby Myers, representative. 


Lloyd W. Romine, representative. 

Miss Betty C. Williams, representative. 
Mrs. Donna Anderson, representative. 
John R. Reeder, representative. 

Leo M. Flanagan, representative. 


William B. Schmuhl, representative. 


Wayne F. Tannahill, representative. 
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Department of the Army—List of purchasing activities with names 
specialists—Continued 


MEDICAL CORPS 


Major purchasing offices and addresses Small 


Walter Reed Army Medical Center, Washington 12, D. C Miss R 

\lameda Medical Depot, Alameda, Calif Josep 

Armed Forces Medical Library, Washington 25, D. C None 

Army and Navy Hospital, Hot Springs, Ark Maj. P 

t itzsimons Army Hospital, Denver, Colo Gerritt J. \ 

Louisville Medical Depot, Louisville 1, Ky Oscar H. Beck 

Murphy Army Hospital, Waltham, Mass. Mrs. Charlotte \ 

St. Louis Medical Depot, St. Louis 2, Mo Miss Margaret E 

Valley Forge Army Hospital, Phoenixville, Pa Maj. John OF 

Brooke Army Medical Center, Fort Sam Houston, Tex Non ‘ 
juarters 

Letterman Army Hospital, Presidio of San Francisco, Cali Col. Ha 

Madigan Army Hospital, fF ort Lewis, Wash Maj. Leor 

William Beaumont Army Hospital, Fort Bliss, Tex Miss Ma 

Medical Section, Schenectady General Depot, Schenectady, Fred A. Ma 
6, N.Y 

Armed Services Medical Procurement Agency, Brooklynl, 

N. ¥ 


ORDNANCE CORPS 


Birmingham Ordnance District, 2120 North 7th Ave., Ralph D. Will 
Birmingham, Ala. 
Michaud Ordnance Plant, Post Office Box 460, New Robert W. Hast, 
Orleans, La. 
Boston Ordnance District, Boston Army Base, Boston 10, Arthur J 
Mass. 
Cincinnati Ordnance District, Big Four Bldg., Cincinnati | Howard 7 
2, Ohio. 
Cleveland Ordnance District, 1367 East 6th St., Cleveland | Edwin C 
14, Ohio. 
Detroit Ordnance District, 574 East Woodbridge St., Chas 
Detroit 31, Mich. 
Los Angeles Ordnance District, 55 South Grand Ave., Robert H 
Pasadena 2, Calif. 
New York Ordnance District, 180 Varick St., New York 14, Sam I. Re 
is. Bs 
Philadelphia Ordnance District, 128 North Broad St., | William J. Long, 
Philadelphia, Pa. 
Pittsburgh Ordnance District, 200 4th Ave., Pittsburgh 22, Howard P. Sen 
Pa. 
Rochester Ordnance District, Sibley Tower Bldg., Roches- Lee Hiatt, spe 
ter 4, N. Y. 
Chicago Ordnance District, 209 West Jackson Blvd., Chi- | George Vander 
cago 6, Ill. 
St. Louis Ordnance District, 1016 Olive St., St. Louis 1, Mo. Roland O. Wildhags 
San Francisco Ordnance District, Post Office Box 1829,1515 Charles C. Davis, spe 
Clay St., Oakland 12, Calif. 
Springfield Ordnance District, Springfield Armory, Spring- | Harvey L. Rogers, specialist 
field, Mass. 
Frankford Arsenal, Bridesburg Station, Philadelphia 37, Pa_' William Travis 
Picatinny Arsenal, Dover, N. J_- Herbert B. Young, 
Redstone Arsenal, Huntsville, Ala-__--- i Jeff D. Darwin, spe 
W atervliet Arsenal, Watervliet, N. Y Lloyd L. Oot} 
Ordnance Ammunition Command, Joliet, Il ... E. John Egan, 
Alabama Ordnance Works, Sylacauga, Ala__- Frank Laird, 
Badger Ordnance Works, Baraboo, Wis Louis F. Renter 
Cornhusker Ordnance Plant, Grand Island, Nebr ; Leonard Sn ra 
Holston Ordnance Works, Kingsport, Tenn. Russel] Houser 
Indiana Arsenal, Charlestown, Ind R. T. Thoma 
Iowa Ordnance Plant, Burlington, Iowa 4. F. Wakefis 
Joliet Arsenal, Joliet, Il___- Lt. Col. C. | 
Business representative 
Jefferson Proving Ground, Madison, Ind Miss Ct tte Hungate, re 
Kansas Ordnance Plant, Parsons, Kans_- George H. Goodwin, represe 
Kingsbury Ordnance Plant, LaPorte, Ind__-- Robert D. Debald, represer 
Lake City Arsenal, Independence, Mo- J. F. Callahan, representative 
Lone Star Ordnance Plant, Texarkana, Tex_- Harvey B. Loomis, representativ 
Longhorn Ordnance Works, Marshall, Tex Earl Malcolm, representative 
Louisiana Ordnance Plant, Shreveport, La Lt. Col. A. H. Nettleship, represent 
Maumelle Ordnance Works, Little Rock, Ark Capt. H. F. Harding, representative 
Milan Arsenal, Milan, Tenn Emerson W. Nelson, representativ 
Nebraska Ordnance Plant, Wahoo, Nebr Bert Woolsey, ve 
Ordnance Assembly Pla .t, Army Chemical Center, Edge- Joseph L 
wood, Md. 
Pantex Ordnance Plant, Amarillo, Tex-_------ Lt. Col 
Radford Arsenal, Radford, Va B. B. Pullis, 
Ravenna Arsenal, Apco, Ohio__--__- Foster 
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Department of the Army—List of purchasing activities with names of small-businé 


specialists—Continued 


ORDNANCE CORPS 


Major purcl asing offices and addresses 


St. Louis Ordnance Plant, St. Louis Mo, 

Sunflower Ordnance Works, Lawrence, Kans ‘ 

[win Cities Arsenal, Box 689, Minneapolis 1, Minn 

Volunteer Ordnance Works, Box 1748, Chattanooga, Tenn 

Wabash River Ordnance Works, Newport, Ind 

Ordnance Tank-Automotive Command, 1501 Beard St., 
Detroit ¥, Mich 

Detroit Arsenal, 28251 Van Dyke St., Center Line, Mich 


Lima Ordnance Depot, Lima, Ohio 


Ordnance Weapons Command, Rock Island, Ill___- 

Springfield Armory, Springfield 1, Mass 

Watertown Arsenal, Watertown, Mass 

Rock Island Arsenal, Rock Island, Ill 

Anniston Ordnance Depot, Anniston, Ala_. 

Benicia Arsenal, Benicia, Calif 

Black Hills Ordnance Depot, Igloo, 8. Dak 

Blue Grass Ordnance Depot, Richmond, Ky- 

Erie Ordnance Depot, Port Clinton, Ohio 

Letterkenny Ordnance Depot, Chambersburg, Pa 

Lordstown Ordnance Depot, Warren, Ohio 

Mt. Ranier Ordnance Depot, Tacoma, Wash 

Navajo Ordnance Depot, Flagstaff, Ariz 

Pueblo Ordnance Depot, Pueblo, Colo 

Raritan Arsenal, Metuchen, N. J 

Red River Arsenal, Texarkana, Tex 

Rossford Ordnance Depot, Toledo, Ohio 

San Jacinto Ordnance Depot, Channelview, Tex 

Savanna Ordnance Depot, Savanna, II] 

Seneca Ordnance Depot, Romulus, N. Y 

Sierra Ordnance Depot, Herlong, Calif 

Sioux Ordnance Depot, Sidney, Nebr 

Terre Haute Ordnance Depot, Terre Haute, Ind 

Tooele Ordnance Depot, Tooele, Utah 

Umatilla Ordnance Depot, Ordnance, Oreg 

Wingate Ordnance Depot, Gallup, N. Mex 

Aberdeen Proving Ground, Aberdeen, Md 

White Sands Proving Ground, Las Cruces, N. Mex 

Diamond Ordnance Fuze Laboratory, Washington 25, 
D.C 


QUARTERMASTER 


Los Angeles Quartermaster Market Center, 1206 Santos 
St., Los Angeles 15, Calif. 

Sharpe General Depot, Lathrop, Calif 

Oakland Quartermaster Market Center, 124 Grand Ave., 
Oakland, Calif. 

Atlanta General Depot, Atlanta 4, Ga 

Chicago Quartermaster Depot, 1819 West Pershing Rd., 
Chicago 9, Ill. 

Headquarters Quartermaster Market Center System, 226 
West Jackson Blvd., Chicago 6, Il. 

Jeffersonville Quartermaster Depot, 1201 East 10th St., 
Jéffersonville, Ind. 

New Orleans Quartermaster Market Center, New Orleans 
Port of Embarkation, Unit 3, 3d floor, sec. A, New Or- 
leans 12, La. 

Quartermaster Research and Development Command, 
Quartermaster Research and Development Center, 
Natick, Mass. 

Kansas City Quartermaster Market Center, 623 Hardesty 
St., Kansas City 24, Mo. 

Belle Mead General Depot, Somerville, N. J 

New York Quartermaster Market Center, 29th St. and 
3d Ave., Brooklyn 32, N. Y. 

Schenectady General Depot, Schenectady 6, N. Y 

Columbus General Depot, Columbus 15, Ohio- 

New Cumberland General Depot, New Cumberland, Pa- 

Philadelphia Quartermaster Depot, 2800 South 20th St., 
Philadelphia 45, Pa. 

Columbia Quartermaster Market Center, 1321 Pendleton 
St., Columbia 1, 8. C. 

Memphis General Depot, Memphis 2, Tenn 


Continued 


Small-business specialist or representative 


Thomas G, Cullinane, representative 
Harry A. Bell, representative. 


Lt. Col. Ed. H. Hilsman, representative. 


Homer Hilleary, representative. 
Martin Fry, representative. 
Thomas F. Kennedy, specialist 
Frank F. Wood, assistant specialist 


‘ None (very few purchases over $1,000 OT A¢ 
buys research and development items f 


Detroit Arsenal) 


None (only local procurement and house 
keeping items purchased, very seldom gi 


over $1,000). 
None appointed yet. 
Francis Lovett, specialist. 
Ralph 8. Towne, specialist. 
Mauritz Liljegren, specialist 
Byron E. Daniel, representative. 
Seth Wheeler, specialist. 
Mrs. Elma L. Barrett, representative. 
No appointment 
Clayton L. Bore, representative 
Donald R. Gayman, representative 
James J. McCoy, representative. 
Billy E. Teeple, representative. 
Thomas H. Mathews, representative. 
Robert L. McMichael, representative 
Dudley N. Bechhold, specialist. 
Arnold Scherer, representative. 
James E. Peterson, specialist. 
None 
Clyde L. Smith, representative. 
Joseph Trainer, representative 
Fred Basque, representative. 
Marshall Larkins, representative. 
Herbert J. Stwalley, representative 


Miss Margaret L. Bouck, representative. 


George O, Stump, representative. 
Ted R. Switzer, representative. 
David P. Padgett, representative. 
George W. Book, representative. 
Donald J. Menard, representative. 


CORPS 


Louis Bloom, specialist. 


Earle E. Ross, specialist. 
Joseph S. Simon, specialist. 


Charles Dewberry, specialist. 
Frank M. Gall, specialist. 


John F. Martin, specialist. 
John M. O’ Neil, specialist. 


J. P. Bradshaw, specialist. 
Tyrus Howell, specialist. 


L. W, Gillihan, specialist. 


Ronald Yellis, specialist. 
Charles Lurie, specialist. 


Frank A. Massanoble, specialist. 
Philip Benedict, specialist. 
James E. Dinger, specialist. 
Robert Greene, specialist. 

Henry 8. Brooks, specialist. 


Elbert R. Adams, specialist. 


dD 


oO] 


Lf. sJ,—_e 
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Department of the Army—List of purchasing activities 


specialists Continued 


QUARTERMASTER CORI 
Major purchasing offices and address 


Fort Worth General Depot, Felix and Hemphill Sts., Fort 
Worth 1, Tex 

Fort Worth Quartermaster Market Center, Felix and 
Hemphill Sts., Fort Worth 1, Tex 

Utah General Depot, Ogden, Utah 

Richmond Quartermaster Market Center, 1709 Kelly Rd., 
Richmond 20, Va. 

Seattle Quartermaster Market Center, Post Office Box 
3225, Pier 91, Seattle 14, Wash. 

Quartermaster Training Command, Fort Lee, Va 

Richmond Quartermaster Depot, Richmond 12, Va 

Auburn General Depot, Auburn, Wash 

Cameron Station, Quartermaster Activities, Alexandria, 
Va 


SIGNAL CORPS 


Signal Corps Supply Agency, 225 South 18th St., Philadel- | William |} 
phia 3, Pa 

Chicago Regional Office, Signal Corps Supply Agency, 615 James I 
West Van Buren St., Chicago 7, Ill. 

Laboratory Procurement Office, Signal Corps Supply Benjamin 
Agency, The Watson Area, Fort Monmouth, N. J 

Pictorial Center Procurement Office, Signal Corps Supply William M. Gay 
Agency, 35-11 35th Ave., Astoria, Long Island City 1, 


National Security Agency, Procurement Office, Washing- J. P. Jaquette 
ton 25, D.C. 

Alaska Communication System, 550 Federal Office Bldg., Karl W. Gunt 
Seattle 4, Wash. 

Army Electronic Proving Ground, Fort Huachuca, Ariz Appointment at t 

firmed 

Decatur Signal Depot, Decatur, Ll Stuart E. La Mere, 

Lexington Signal Depot, Lexington, Ky Lavern Lutkehau 

Sacramento Signal Depot, Sacramento 1, Calif Harold Groff, spe 

Tobyhanna Signal Depot, Tobyhanna, Pa Miss Ellen C. Bryan, 

Signal Corps Supply Agency, New York Area Office, 46th William M. Gaynor, s} 
St. and Northern Blvd., Long Island City 1, N. Y 

Signal Corps Supply Agency, Los Angeles Area Office, 751 | Maj. C. H. Overton 
South Figueroa St., Los Angeles 17, Calif 


TRANSPORTATION 


Office, Chief of Transportation Contracting Officer, Wash- 
ington 25, D.C. 

Transportation Materiel Command, Marietta, Pa-_-_-- Lewis M. Wellman, s] 

New York Port of Embarkation, Ist Ave. and 58th St., Philip D. Benter, spe 
Brooklyn 50, N. Y. 

Headquarters, San Francisco Port of Embarkation, Fort Adolph Des Georges, s} 
Mason, Calif. 

Seattle Port of Embarkation, 1519 South Alaskan Way, Donald R. Coxon, sp 
Seattle 4, Wash. 

New Orleans Port of Embarkation, Poland and Dauphine , Gaines A. Ranager, specialist. 
Sts., New Orleans 12, La. 

Hampton Roads Subport of Embarkation, Norfolk 5, Va Amado Narvarez, specialist. 

Transportation Research and Development Command, | Reginald E. Smith, 
Fort Eustis, Va. 

Purchasing and Contracting Division, Transportation Reginald E. Smith, representative 
Training Command, Fort Eustis, Va. 

TC Army Aviation Field Service Office, 420 Locust St., Frederick Bierman, representative 
St. Louis 2, Mo. 

Transportation Supply Section, Utah General Depot, Don G. Moore, representative. 
Ogden, Utah. 

Charleston Transportation Depot, North Charleston, 8. C John F. McKewn, representative 

First Transportation Zone, 107 6th St., Fulton Bldg., Pitts- Miss Mary H. Bartley, representative 
burgh 22, Pa. 

Second Transportation Zone, Post Office Box 6267, Mem- | J. R.S. Meek, Jr., representative 
phis 11, Tenn. 

Third Transportation Zone, Room 701, Boatmen’s Bank Milton E. McCornell, representative. 
Bldg., 314 North Broadway, St. Louis 2, Mo. 

Holabird Transportation Depot Maintenance Shop (Rail), | Albert L. Neuman, representative. 
Fort Holabird, Md. 


representative. 
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Department of the Army—List of purchasing activities with names of small-business 
specialists—Continued 


FIRST 


Major purchasing offices and addresses 


Headquarters, First Army, Governors Island, New York 4, 
N.Y. (Not a purchasing office.) 

Boston Army Base, Boston 10, Mass. 

Fort Devens, Fort Devens, Mass. - - .-- 

Fort Niagara, Youngstown, N. Y- 

Camp Drum, Watertown, N. Y 

Fort Dix, Fort Dix, N. J 

Camp Kilmer, New Brunswick, N. J 

Fort Jay, Governors Island, New York 4, N. Y-. : 

Military Personnel Procurement Service, 39 Whitehall St., 
New York 4, N. Y. 

Fort Wadsworth, Staten Island, N. Y 

Fort Slocum, New Rochelle, N. Y 

Fort Hamilton, Brooklyn 9, N. Y 

Fort Totten, Fort Totten 59, N. Y 

Signal Corps Pictorial Center, 35-11 35th Ave., Long Island 

City, N. Y. 


ARMY 


Small-business specialist or representative 


| Tony Compay, senior SB specialist. 


Benjamin D. Richter, representative. 
Frederick H. Hyde, representative. 

Miss Lorrainne E. Scott, representative. 
Dewey A. Cocuzzoli, representative. 
Richard S. Kish, representative. 

None (due to inactivation). 

Robert A. Palermo, representative. 

Miss Dorothy I. Spreckelsen, representative. 


Nello T. Massetti, representative. 
Robert R. Chiusano, representative. 
Seymour Kerzer, representative. 

E. A. Farley, representative. 

Mrs. Betty Augello, representative. 


SECOND ARMY 


Headquarters, 2d Army, Fort George G. Made, 
a purchasing office). 

ED A. P. Bill, Va... 
Sarlisle B: arracks, Pa. 

The Armored Center, Fort Knox, Ky. 

Fort Miles, Lewes, Del 

Fort George G. 
Branch), 84 Section, 37 Commerce St., 

Fort Monroe, Va... 

Fort Ritchie Cascade, Md---- 

District of Columbia Military District, Louisiana Hall, Fort 
Myer (South) 8, Va. 

ey Military District, Nichols Drive and Manslick 
Rd., Louisville 15, Ky. 


Md. (not 


Baltimore 3, Md. 


Ohio Military District, Fort Hayes, Columbus 18, Ohio---- 


Pennsylvania Military District, Indiantown Gap Military 
Reservation, Pa. 
West Virginia Military District, South Charleston, Va 


Robert C 


Meade (Purchasing and Contracting 


Lt. Col. Jesse T. Nichols, 
business specialist. 

Charles R. Humphries, representative. 

. Stine, representative. 

Capt. Harold B. Feldman, specialist. 

Harold W. Brumund, representative. 

Francis D. Whitehurst, representative. 


senior small- 


Amidee L. Angle, representative. 


| Miss Adrienne I, White, representative. 


Charles W. Stein, representative. 
oO. WF. 
7, os 

tive. 
Capt. Howard L. Turner, representative. 
C. W. 


O. Warren G. Clary, representative. 


O. Vincent A. Del Campo, representa- 


O. Harold P. Hannen, representative. 


THIRD ARMY 





Headquarters, Third Army, 
purchasing office). 

The Infantry Center, Fort Benning, Ga-_-_- 

Fort Bragg, N. C..-.-- ee : 

Fort Campbell, Ky- - 

Fort Jackson, 8. C +e 

Fort McPherson, Ga_-_- 

Fort McClellan, Ala- -- 

Camp Gordon, Ga- 

Aviation Center, Camp Rucker, Ala_ 

Camp Stewart Antiaircraft Artillery 
Center, Camp Stewart, Ga. 

Alabama Military District, 
Ala. 

Florida Military District, 2137 Liberty St., 
1170, Jacksonville, Fla. 

Georgia Military District, 699 Ponce de Leon Ave., 
Post Office Box 1735, Atlanta, Ga. 

Mississippi Military District, Post Office Box 6238, Park- 
way Station, Jackson 9, Miss. 

North Carolina Military District, Corner West Cabarrus 
at South McDowell St., Raleigh, N. C. 

South Carolina Military District, 1401 Hampton St., 
lumbia, 8. C. 

Tennessee Military District, 
Hospital, Nashville 4, Tenn. 


Fort McPherson, Ga. (not a 


and Tank Training 
Calder Bldg., Birmingham, 
Post Office Box 
NE., 


Co- 


Veterans’ Administration 


Maj. Walter D. 
specialist. 
Capt. G. B. Patton, specialist. 
Capt. Ralph W. Underwood, representative. 
James E. Becht, representative. 
=" E. E. Mattox, specialist. 
— art C. Lee, specialist. 
L t James L. Davis, specialist. 
Capt. James C. Robers, specialist. 
Capt. Roy .  Rerne, Ea. 
Lt. Col. QO. L. B. Hempley, specialist. 


Sowa, senior small-business 


Pauline G. Dean, specialist. 

Mrs. Lillian B. Shelton, specialist. 
Raymond E. Freeman, representative. 
Mrs. Chesley L. Loeber, specialist. 
Battle R. Tunstall, specialist. 
Robert O. Fowler, specialist. 
C. W. ¢ 


. Liede L. Jacobs, specialist. 
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Department of the Army—List of purchasing activities with names of small-business 
specialists— Continued 


Major purchasing offices and addresses 


Headquarters, Fourth Army, Fort Sam Houston, Tex 
1 purchasing office). 

Purchasing and Contracting Office, Fort Sam Houston, 
Tex. 

Purchasing and Contracting Office, Fort Sill, Okla 

Purchasing and Contracting Office, Fort Bliss, Tex 

Purchasing and Contracting Office, Fort Hood, Tex 

Purchasing and Contracting Office, Camp Chaffee, Ark 

Purchasing and Contracting Office, Camp Polk, La 


not 


FIFTH ARMY 


Headquarters, Fifth Army, 1660 East Hyde Park Blvd, 
Chicago 15, Il. 
Headquarters Commandant, Post Engineer Section 
Headquarters, Commandant, Supply Office 

‘entral Procurement Office, Camp Atterbury, Ind 

‘entral Procurement Office, Fort Benjamin Harrison, Ind 
‘entral Procurement Office, Fort Carson, Colo 
‘entral Procurement Office, Fort Crowder, Mo 

‘entral Procurement Office, Fort Custer, Mich 

‘entral Procurement Office, Fort Leavenworth, Kans 
‘entrol Procurement Office, Fort Leonard Wood, Mo 
‘entral Procurement Office, Camp Lucas, Sault Ste. Ma- 
rie, Mich. 

entral Procurement Office, Camp McCoy, Wis 

‘entral Procurement Office, Building 588, Fort Riley, Kans 
‘entral Procurement Office, St. Louis Area Support 
Center, 12th and Spruce Sts., St. Louis 2, Mo 

‘entral Procuretnent Office, Building 48-C, Fort Sheridan, 
Il] 

‘entral Procurement Office, Fort Wayne, 
6301 West Jefferson Ave., Detroit 17, Mich 
‘entral Procurement Office, Colorado Military District, 
New Customs house, 19th and Stout Sts., Denver 2, Colo. 
‘entral Procurement Office, Illinois Military District, 
165 North Canal St., Chicago 6, I). 

‘entral Procurement Office, Iowa Military 
Building 62, Gruber St., Des Moines 15, Lowa. 
‘entral Procurement Office, Kansas Military 
723 Quincy St., Topeka, Kans. 

‘entral Procurement Office, Minnesota Military 
1006 West Lake St., Minneapolis 8, Minn. 
“entral Procurement Office, Nebraska Military 
2ist and Woolworth Ave., Omaha, Nebr. 


Building 72, 


District, 


District, 


District, 


District, 


Central Procurement Office, North Dakota Military 
District, Fort Lincoln, Bismarch, N. Dak. 
Central Procurement Office, South Dakota Military 


District, 210 East 10th St., Sioux Falls, 8. Dak. 
‘entral Procurement Office, Wisconsin Military 
517 East Wisconsin Ave., Milwaukee 2, Wis. 
‘entral Procurement Office, Wyoming Military 

2002 Capital Ave., Cheyenne, Wyo. 


District, 


District, 


John E 


FOURTH ARMY 


Small-business specialist or represent 


Maj. George Rice 
Db. Hansborough, specialist 


Woodward, specialist 
Dwyer, spe 


R.L 


Carl V. Pearson, specialist 
Miss Rita B. Hulsey, specialist 
None. 


Richard H 
specialist 
Miss Marguerite C. James 
James. A. Dearbeyne 
Dempsey E. Keller, 
James G. Apple, specialist 
Willie B. Floyd, specialist 
F. B. Vice, specialist 
Willard A. Mason, specialist 
Joseph M. Gnip, specialist 
Robert F. Bennett 


Mariotte, senior small-busine 
represen tat 


renresentat 
epresen tative 


pecialist 


specialist 


Miss Helen L. Johnson, specialist 
Roger M. Larson, specialist 

Mrs. Helen Whorton, s} alist 
Miss Mary L. Cupps, specialist 
Felix Stefanowski, Spec 

Kar! E. Johnson, specialist 


Clarke M. Alley, specialist 


Miss Rose E. Kobus, representat 
Mrs. Betty J. Dooley, representat 
Mrs. Elizabeth Pelton, specialist 
Mrs. Grace Rockwell, specialist 


Floyd E. Elmgren, 


pecialist 


Reginald G. Albrecht representative 


Miss Bessie S. P 


arson, representative 


Mrs. Mary Ann Holmes, 


representative 


Ist Lt. Vivian E. Davis, representative 


SIXTH ARMY 


G-4 Procurement Division, Headquarters, Sixth Army, 
Presidio of San Francisco, Calif. (not a purchasing office 
Purchasing and Contracting Office, Idaho Military District 
Headquarters, Building 170, Gowen Field, Boise, Idaho. 

Montana Military District, Fort Missoula, Mont 

Nevada Military District, 2700 South Virginia St., Reno, 
Nev. 

Purchasing and Contracting Office, Oregon Military Dis- 
trict, Vancouver Barracks, Wash. 

Purchasing and Contracting Office, Utah Military District, 
Fort Douglas, Utah. 

Purchasing and Contracting Office, Washington District, 
Fort Lawton, Wash. 

Purchasing and Contracting Office Building 2574, 
Lewis, Wash. 

Purchasing and Contracting 
San Pedro, Calif. 

Purchasing and Contracting Office, Office of the Purchas- 
ing Branch, Building 2047, Fort Ord, Calif 

Purchasing and Contracting Office, Yuma Test Station, 
Yuma, Ariz. 


Fort 


Office, Fort MacArthur, 


Mr. Donald K. Maloney, specialist 


Mr. Jack L 


Thorne, representative 


Mr Josep! N Pietro. 
ist Lt. Alfred J. Kora 


representative 
representative 
Maj. Donald W. Curley, representative. 
Mr. B. A. Beveridge, specialist 
Mr. C. E. Ridenour, specialist 
August F. Rediske, represent 
Thomas C. Howard, specialist 

Robert A. Allstead, representative. 


Miss Constance L 
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List of purchasing activities with names of small-business 


specialists—Continued 


SIXTH ARMY 


Major purchasing offices and addresses 


Purchasing and Contracting Office, Headquarters Build- 
ing, Camp Hanford, Wash. 

Purchasing and Contracting Office, Camp Desert Rock, 
Las Vegas, Nev. 

Purchasing and 
Lompoc, Calif. 

Purchasing and Contracting Office, Headquarters Army 
Language School, Presidio of Monterey, Calif. 

Purchasing and Contracting Office, Building M-9, Presidio 
of San Francisco, Calif 

Purchasing and Contracting Office, Camp Irwin, Barstow, 
Calif. 

Contracting Office, Arizona Military District, 2340 North 
46 St., Phoenix, Ariz. 


Contracting Office, Branch USDB, 


Continued 


Small-business specialist or representative 


Dale 8. Erwin, specialist 


PFC Elton E. Holt, specialist. 
Miss Pauline E. Souza, specialist. 

Capt. Emerson W. Hattan, representative. 
George J. Caselli, representative. 

Herbert B. Thorpe, representative. 

Capt. 


William A. Russell, representative. 


MILITARY DISTRICT OF WASHINGTON 


Headquarters, Military District of Washington, Washing- 
ton 25, D. C. (not a purchasing office). 

Fort Myer, Arlington 11, Va 

Fort Lesley J. MeNair, Washington 25, D. C 

Cameron Station, 5010 Duke St., Alexandria, Va 

Vint Hill Farms Station, Warrenton, Va 

7o99th Area Service Unit, First Arctic Test Detachment, 
Fort Churchill, Manitoba, Canada. 


Henry §S. Throne, specialist. 


None. 
None. 
None. 
None. 
None 


NATIONAL GUARD BUREAU 


National Guard Bureau, Room 3D165, Pentagon, Wash- 
ington 25, D.C. 

U.S. P. and F. Office, State of Alabama, Post Office Box 
1331, Montgomery, Ala. 

U.S. P. and F. Office, Post Office Box 968, Mountain View, 
Alaska. 

U.S. P.and F. Office, State of Arizona, 747 West Van Buren 
St., Phoenix, Ariz. 

U.S. P. and F. Office, State of Arkansas, Camp Joseph T. 
Robinson, Little Rock, Ark. 

U.S. P. and F. Office, State of California, Post Office Box 
1139, Sacramento, Calif. 

U.S. P. and F. Office, State of Colorado, Camp George 
West, Golden, Colo. 

U.S. P. and F. Office, State of Connecticut, State Armory, 
360 Broad St., Hartford, Conn. 

U.S. P. and F. Office, State of Delaware, Post Office Box 
607, Wilmington, Del. 

U. S. P. and F. Office, District of Columbia, 2001 East 
East Capitol St., Washington, D. C. 

U. S. P. and F. Office, State of Florida, State Arsenal, 
St. Augustine, Fla. 

U. S. P. and F. Office, State of Georgia, 959 East Con- 
fererate Ave. SE, Atlanta, Ga. 

U.S. P. and F. Office, Ft. Ruger, Honolulu T. H 

U0. 8. 
Idaho. 

U.S. P. and F. Office, State of Illinois, Illinois National 
Guard, General Depot, Box 459, Springfield, Ill. 

U.S. P. and F. Office, State of Indiana, Stout Field, W-I 
Station, Indianapolis 21, Ind. 


U.S. P. and F. Office, State of lowa, Camp Dodge, Grimes, | 


Iowa. 

U. 8. P. and F. Office, State of Kansas, 27th and Kansas 
Ave., Topeka, Kans. 

U.S. P. and F. Office, State of Kentucky, Box AA, Chero- 
kee Station, Louisville, Ky. 

G-8 
racks, New Orleans. La. 

U. S. P. and F. Office, State of Maine, Camp Keyes, 
Augusta, Maine. 

U.S. P. and F. Office, State of Maryland, State Military 
Reservation, Havre de Grace, Md. 

U.S. P. and F. Office, State of Massachusetts, 905 Com- 
monwealth Ave., Boston 15, Mass 
U.S. P. and F. Office, State of Mich 

958, Lansing, Mich. 
U.S. P. and F. Office, State of Minnesota, Camp Ripley 
Military Rreservation, Little Falls, Minn. 


an, Post Office Box 


P. and F. Office, State of Idaho, Box 1098, Boise, | 


P. and F. Office, State of Louisiana, Jackson Bar- | 


Capt. Howard H. Holter, representative. 
Maj. Wilbur L. James, representative. 
None. 

Lt. Col. Franklin J. Pomeroy, representative. 
Maj. Frank C. Douglas, representative. 

Lt. Col. Frederick G. Popham, representa- 
Mr. Warren W. Townsend, representative. 
Courtice H. Berry, representative. 

Capt. Carl L. Dawson, representative. 
Jennings Daw, representative. 

Lt. Col. Robert A. Honiker, representative. 
Malcolm H. Adair, representative 


None 
Maj. Narvil T. Hinds. 


Capt. Martin T. Larson, representative. 
Lt. Byron L. Dukes, representative. 
Capt. Robert L. Thomas, representative. 
Lt. Laurence L. Miller, representative. 
Lt. Col. Calvert P. Small, representative 
Capt. Earle C. Provensal, representative. 


Maj. Calvin E. Nichols, representative. 


Capt. Frederick X. Strum, Jr., representa- 


tive. 
Capt. Andrew J. Maynihan, representative. 


C. W. O. Henry O. Wolfe, representative. 


| John J. McRae, representative. 
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Department of the Army—List of purchasing activities with names of small-business 
specialists—Continued 


NATIONAL GUARD BUREAU—Continued 


—- pues offices and addresses Small-business specialist or representative 


i 


S. BP. oe F. om State of Mississippi, Post Office | Lt. Heran J. Powell, Jr., representative 
220, ackson, M | 
8. and F. Office, 8 State of Missouri, 1701 Industrial | R. J. McDaniel, representative. 
Ave., Jefferson City, Mo. 
U.8. i gue v.08 paar. State of Montana, 1100 North Main | Lt. Col. Charles W. Coper, representative. 
St., Helena, M 
U. 8. P. and F. Oitice, State of Nebraska, Building 1154, | Maj. Lloyd E. Solt, representative 
ye Lincoln 8, Nebr. 
U. 8. P. and F. Office, State of Nevada, 406 East 2d St., | Charles V. Hennen, representative. 
Carson City, Nev. 
U. 8. P. and F. Office, State of New Hampshire, State | Lt. Col. Herbert J. Geary, representative 
Military Reservation, Concord, N. 
U. 8. P. and F. Office, ‘State of New Jersey, The Armory, | Richard F. Sullivan, representative 
oe Dr., Trenton, N. J. 
8. P. and F. Office, State of New a, Fae guer Lt. Herman G. Peden, representative. 
” aie Force Base, Box 495. 1 re N. 
U — a: and F (Ofte, State of York, re 64th St., | William P. Wehrman, representative. 
rooklyn 20, 
U.S. P. and F. Office, State of North Carolina, Post Office | Eugene E. Greene, representative 
Box 791, re 
U. 8. P. and Omics, ‘State of North Dakota, Fraine | Capt. Herbert J. Mack, representative. 
Barracks, Bismarck, N. Dak. 
Ve ee te Office’ State of Ohio, Bidg. 101, Ft. Hayes, | Miss Frances McCarthy, representative. 
‘olum 
U. 8. P. and F.  ofice, State of Oklahoma, 2205 North | Capt. William R. Wilson, representative. 
Central, Oklahoma City, Okla. 
U. 8. P. and F. Office | apace ay Room 504, State | Lt. Col. Thomas M. Wood, representative 
Office B Salem, 
U. 8. P. and F. Office, State of Pennsylvania, Indiantown | James G. Mackey, representative. 
Gap Military Reservation, Rural Delivery No. 2, Ann- 


ville, Pa. 
0 and F. Office, Post Office Box 3786, San Juan, | None. 


U. 8. P. and F. Office, State of Rhode Island, 51 Stenton | Capt. Victor J. Mullen, representative. 
Ave., Providence 6 6, R.I 
U. 8. P. and F. Office, State of South ee, Room 107, | Lt. Col. James C. Dozier, Jr., representative . 
Wade Ham m St. Office Bldg. Columbia, 8. C. 
U. & F. a — of South Dakota, Camp | Capt. Bruce E. Welton, representative 


Reatt. # mpe S City, 
U. ee ce, * otane of Tennessee, Vultee Blvd., | Preston Chesson, representative 
U. 8. P. ae ¥ Office, State of Texas, Post Office Box | K. W. Howard, representative. 
5218, West Austin Station, Austin 31, Tex 
U. 8. P. and F. Office, State of Utah, ‘Building 104, Fort | Maj. Arthur F. Andersen, representative 


on 
Dougies, Utah F. Office, State of Vermont, Building No. 1, | Lt. Fred L. Smith, representative. 
Johnson, Winooski, Vt. 


U. 8. P. and F. Office, State of Virginia, Room 107, State | William C. Frelding, representative 
vy Omtice Bldg., Richmond, 


1.8. P.and F. Office, State of Washington, Camp Murray, | Lt. Col. Charles K. Denton, representative 
“Fort Lewis, Tacoma, Wash. 


U8. 8. P. and F. Office, State of West Virginia, Point Pleasant, | Charles W. Hagsett, representative. 
U. 8. Pr vane F. Office, State of Wisconsin, Camp Douglas, | Edwin N. Fenshe, representative. 
Wis. 


U.8. P. and F. Office, State of Wyoming, 604 East 25th St., | Capt. Norman N. Tysen, representative. 
Cheyenne, Wyo. 


U 


| 


THE ADJUTANT GENERAL 


Publications Branch, TAGO, The Pentagon, Washington | Harry E. Aldridge, specialist. 


25, D.C 
Haydn L. Evans, specialist. 
Military Personnel De Division, TAGO, Guam Thomas Burke, specialist. 
Bldg., Washington 25 


| 


ARMED FORCES SPECIAL WEAPONS PROJECT 


Commas General, Field Command, Armed Forces | | Clarence H. Tanner, specialist. 
Special ree Project, Post Office Box 5100, Albu- 
querque, N 


UNITED STATES MILITARY ACADEMY 


Contracting Office, U. 8. Military Academy, West Point, | Frank J. O'Donnell, specialist. 
N. Y. 


63038 O—55——22 
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APPENDIX 7 


DEPARTMENT OF THE ARMY, . 
OFFICE OF THE Deputy Cuier or Srarr ror LOoGIsTICs, 
Washington, D. C., April 28, 1956. 
Hon. Joun J. SPARKMAN, 
Chairman, Senate Select Committee on Small Business, 
Washington, D. C. 

Dear Senator SPARKMAN: During our recent presentation before your 
Military Procurement Subcommittee the Department of the Army presented 
testimony, charts, and statistics based on fiscal year reporting because all programs 
requirements, appropriations, and planning are done on a fiscal year basis. 

ince appearing before your subcommittee the Department of the Army has 
made the necessary IBM runs to ascertain procurement data on calendar year 
basis for the purpose of uniformity and for comparison basis with the other two 
departments. We are pleased to submit herewith calendar year 1954 procurement 
data. We also take the liberty of sending you the same information on calendar 
year 1953 in the event a comparison or check is desired. 

During the testimony before the Military Procurement Subcommittee the 
Honorable Frank H. Higgins, Assistant Secretary of the Army for Procurement, 
stated in his testimony that he was personally interested in the small-business 
program and as evidence of his sincerity in furthering participation by small 
business, Mr. Higgins stated that he was holding in the very near future regional 
contracting officer meetings throughout the continental United States. The 
first such meeting was held in Philadelphia on April 25, 1955. A copy of the 
agenda, the panel members and the conferees is attached.' The meeting was 
highly successful, most informative and is exactly the type of meeting that the 
contracting officers have longed for because they have the direct contact with 
the final authority as far as procurement is concerned in the Department of the 
Army. Some additional 8 or 10 meetings are scheduled for the near future and 
we are hopeful that they will prove as beneficial as the first one. 

We request that the calendar-year data and the agenda relating to the first 
regional contracting officer meeting submitted herewith be included in the record 
of the testimony given by the Department of the Army before your Military 
Procurement Subcommittee on April 20 and 21, 1955. 

Sincerely yours, 
J. W. AsKINs, 
Small Business Advisor to the Assistant Secretary of the Army (Logistics and R&D). 


1 Retained in committee files. 
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APPENDIX 7 (A) 
Department of the Army—Obligated procurement ' 
[First 7 months, fiscal year 1955—July 1, 1954 to Jan. 31, 1955) 
I. OBLIGATED PROCUREMENT 


Percentage Value 





Total — saa | (a) 100 percent $2, 501, 383, 000 
A. Formally advertised __- ....| (0) 25.3 percent of (a) 655, 638, 000 
% —— of accomplishment by small | (c) 88.6 percent of (5) 580, 637, 000 


2. actualy e awarded to small business Ras 1 @ 70.4 percent of (¢), 62.4 


| percent of (5). 

ic ne ae i .| (e) 74.7 percent of (a) . 1, 935, 745, 000 

1. — of accomplishment by small | (/) 35.8 percent of (¢) ; 692, 224, 000 
usiness. 

2. Actually awarded to small business ‘ (g) 65.9 percent of (f), 23.6 


| percent of (e). 


408, 971, 000 


455, 942, GOO 


II, NUMBER OF ACTIONS 


| (h) 100 percent edhaien 
A. Formally advertised _. (i) 6.7 percent of (A) _ -- 


A. cnet of accomplishment by small | | YU) 98.5 percent of (i) ..-- 


iness 
2. Actually awarded to small business_. ie | (k) 86.2 percent of (j), 85 


| percent of (i). 
B. Negotiated | (2) 98.3 percent of (h) 
a —— of accomplishment by small | | (m) 99.3 percent of (J) 
2. Actually awarded to small business (n) 78.5 percent of (m), 77.9 
percent of (J). 


! New procurement only; does not include interdepartmental or interservice procurement. 


Ill. PROCUREMENT BY MAJOR PROCURING ACTIVITY 


Susceptible | Awarded Percent of (3) 
Activity | small 


business 


(1) (3) 


| $1, 197, 807, 000 | $115, 025, 000 
| 515, 475, 000 | 
532 000 


SARSSES 
cwmrKacn- 


~a 
a 


A. Total obligated procuremen (a) 100 percent. __- 
. Total suasapeiie of See iiiceats by small business.| (6) 49.1 percent of (a). 


. Actually awarded to small (c) 33.4 percent of (a) 


’. ESTIMATED FIRST TIER SUBCONTRACT PROCUREMENT TO SMALL BUSINESS 


(Percentage arrived at from 8. Rept. No. 206, dated Apr. 28, 1953, using only those companies with whom 
Department of the Army has as large prime contractors) 


A. Prime contracts awarded to large business _- 


‘ $1, 726, 470, 000 
B. First tier subcontracts let by large business to small business _ 


328, 030, 000 
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Department of the Army—Obligated procurement—Continued 
VI. TOTAL SMALL BUSINESS PARTICIPATION FIRST 7 MONTHS FISCAL YEAR 1955 


A. Total De nt of the Army obligated procurement !_......._______- $2, 501, 383, 000 
1. Pr contracts screened for susceptibility of accomplishment by 
small business (49.1 OS a ee we ee 1, 272, 861, 000 
2. Prime contracts awarded to small business (33.4 percent of A or 68 
ET TIN «ince indiana eemgeiadbe bneatniaamenaibainiicels mriniaclobew sane $864, 913, 00 
3. Prime contracts screened for susceptibility of accomplishment by 
small business but not awarded to small business (15.7 percent of 


Ie WR I 0 Si voce dprtb cg lee ~dagbe<asdse feckseckspnocae $407, 948, 000 
4. Prime contracts awarded to large business (66.6 percent of A) ----_- 1, 726, 470, 000 
5. First tier subcontracts placed by large business with smal! business 
Firms (12.7 percent of Saas 6 cuknttcrtcituineseds uchndctounns 328, 030, 000 


46.1 percent participation by small-business firms (prime 
contracts plus estimated first a rca ines mentors 1, 192, 943, 000 


1 New Eras pints does not include aaa or interservice procurement. 








Percentage |x —— Percentage 
I. Total new procurement__-___- $2, 501, 383,000 | 100 percent__...____-. 822, 452 | 100 percent. 
(a) —- by negotia- | 1, 935,745,000 | 75 percent._.__..___- 767, 158 | 93 percent. 
(6) awe by formal 655, 638, 000 | 25 percent.__....___- 55, 204 | 7 percent. 
a) Total new procurement ___ 2, 501. 383, 000 | 100 percent___.....-. 822, 452 | 100 percent. 


) Total suitable for small | 1, 272,861,000 | 49 percent - (a) 
business. 


(c) Total awarded to small 864, 913, 000 eee a 644, 654 | 78 percent of (a). 
D Pee Negotiated __...__. 455, 942, 000 5 pereant of (6 aves 597, 606 | 93 percent of (c). 
2) a ad vertis- 408, 971,000 | 47 percent of (c) - --_- 46,958 | 7 percent of (c). 





APPENDIX 7(B) 


Department of the Army—Obligated procurement ! 
[First 7 months fiscal year 1954—July 1, 1953-Jan. 31, 1954] 
I. OBLIGATED PROCUREMENT 





Percentage Dollars 
a lhe ancnco.ch weeeripeniipeatacte wie mugersheteibaemiimvencsas Chiedeme fs Se $1, 375, 552, 000 
A. Pome ile etiam ene 84 ae ato , 203, 000 
. Susce — of accomplishment by small | (c) 75.4 percent of (6) ...._--- 380, 899, 000 
2. Actually amended to ameli tutinent...-..:-. (d) 78.8 percent nt of (c), 59.4 300, 118, 000 
reen 
ee ee ee ee 3%. 1 7 “of (a).......- 1, 370, 349, 000 
1. ee of accomplishment by small 52.6 percent of (¢)_....--- 720, 979, 000 
2. Actually awarded to small business____._-__- (g) 64.2 penpent of (f), 33.8 462, 919, 000 
percent of (e). 


Il. NUMBER OF ACTIONS 


Percentage Number 


Dethss ks Bide aii cpene cult Gihs dakn bi svdenrsoas (kh) 100 percent__._.......--.- 695, 660 
A. Formally advertised ___.........-.....-.-.-..-....- R 7.0 percent of (A)... ...--- 48, 755 
1. Susceptible of accomplishment by small 98.1 percent of (i). ....--.- 47, 827 
ess. 
2. Actually awarded to small business........._| (k) 84.5 percent of (j), 82.9 40, 396 
percent of (i). 
i nae ik one celia aussi aeadeienn ® 93.0 percent of (h)_.._.._- 646, 905 
1. Susceptible of accomplishment by small | (m) 99.5 percent of (/)_....-- 643, 511 
ness. 
2. Actually awarded to small business..........| (m) 76.1 percent of (m), 75.7 489, 646 
percent of (7). 


1 New procurement only. 
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Department of the Army—Obligated procurement—Continued 
Ill. PROCUREMENT BY MAJOR PROCURING ACTIVITY 





| 


' 


| Percent of (3) 
tal | Susceptible Awarded 
Activity | To ae small busi- . 
ness 


(1) (2) (3) 


- 


I os tonsa on ae tatieennntett ee --|  $660,714,000 | $121, 110, 000 
| — §99, 379,000 | 547, 596, 000 | 

316, 659,000 | 251,761, 000 

131, 000 


' 


tok es REE 
BSSSSusy 


| seggeees | 
22522282 


N@wnwwnwno~@ 


IV. SUMMARY 





ye" eenannetge 


A. Total obligated procuremen (a) 100 percent $1, 875, 552, 000 
B. Total susceptible of eccomplishment by by small business. ° 58.7 percent of (a) 1, 101, 878, 000 
. Actually awarded to smal ¢) 40.7 percent of (a) 763, 037, 000 


i 


V. ESTIMATED FIRST TIER SUBCONTRACT PROCUREMENT TO SMALL BUSINESS 


(Percentage arrived at from 8. Rept. No. 206, dated Apr. 28, 1953, using only those companies with whom 
ent of the Army has as large prime contractors) 


A. Prime contracts awarded to large business uhbere -------- $1, 112, 515, 000 
B. First tier subcontracts let by large business to small business 211, 378, 000 


VI. TOTAL SMALL BUSINESS PARTICIPATION FIRST 7 MONTHS FISCAL YEAR 1955 


A. Total Department of the Army obligated procurement '! $1, 875, 552, 000 
1. Prime contracts screened for ey of accomplishment by 
small business (58.7 percent of A) 1. 101, 878, 000 
2. Prime contracts awarded to small business (40.7 percent of A or 60.2 
a RRS IR ER a aE EN maionceatneassanaeer ae 
3. Prime contracts screened for susceptibility of accomplishment by 
small business but not awarded to small business (18.1 percent of 
A or 30.8 percent of 1) $338, 841, 000 
4. Prime contracts awarded to aco business (59.3 percent of A) - _ 1,112, 515, 000 
5. First tier subcontracts p business with small business 
firms (11.3 percent of A) 1a.0 careent ott). seen aac See 


52.0 1 sees participation by small business firms (prime con- 
tracts plus estimated first tier subcontracts) 974, 415, 000 


1 New procurement only. 





I. Total new procurement 
(a) Awarded by negotiation __ 
(6) Awarded by formal ad- 


Total ne w procuremen 552, percent 
~< } Total suitable for I 59 percent of (a) _---| 
business. 


(ce) Total awarded to small 763, 037,000 | 41 percent of (a)....-| 530, 042 | 76 percent of (a). 
.e Ge 

% Negotiated 462, 919,000 | 61 percent of (c) ---- 489, 646 | 92 percent of (c). 

) a advertis- 300, 118,000 | 39 percent of (c) 40, 396 | 8 percent of (c). 
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APPENDIX 7(c) 


Department of the Army obligated procurement ! 
[Calendar year 1954—Jan. 1-Dec. 31, 1954] 
I. OBLIGATED PROCUREMENT 























| Percentage Dollars 
i 
DN no nin sca s idan sah dil aap nik oiiinn én dg ealniigess: (a) 100 percent.............- | $5, 231, 912, 000 
A. Formally advertieed...............................- (6) 24.4 percent of (a)... ___- | 1,278, 728, 000 
1. Susceptible of accomplishment by small | (c) 85.5 percent of (6)_...___- 1, 003, 124, 000 
2. Actually awarded to small business...._.___. (d) 72.3 percent of (c), 61.8 790, 528, 000 
percent of (b). 
DB. WOOT one i-+~- + ce Stars + ders ce an ..-| (¢) 75.6 percent of (@)........| 3, 953, 184, 000 
1. = of accomplishment by small | (f) 34.5 percent of (e)._...__- 1, 364, 830, 000 
ness. 
2. Actually awarded to small business__.._-_._- (g) 65.1 percent of (f), 22.5 889, 136, 000 
percent of (e). | 
Il. NUMBER OF ACTIONS 
Percentage Number 
Bsc tabthetitlicunncasuc tha aadeddaanede ees mead aadkecine ace (hk) 100 percent.............- 1, 428, 781 
A. Formally adwertieod.... .<..-.... 22.2... <ssscissecens R 7 semen BE cen gracines 99, 413 
1. a of accomplishment by small ) 98.1 percent of (i) ._...-.. 97, 498 
2. Actually awarded to small business........_. (k) 86.6 percent of (j), 85 84, 466 
pereent of (i). 
B. Negetioted........ 2) Se eae Ae As ()) 98 percent of (h)__-.- xe 1, 329, 368 
1. — of accomplishment by small | (m) 99.3 percent of (/)-_.._--- 1, 320, 432 
us ’ 
2. Actually awarded to small business..........| (mn) 77.4 percent of (m), 76.9 1, 021, 833 
percent of (i). 
! New procurement only; does not include interdepartmental or interservice procurement. 
III. PROCUREMENT BY MAJOR PROCURING ACTIVITY 
Percent of (3) 
Total procure- | Susceptible Awarded 
Activity awarded to 
ment small business/small business small business 
(1) (2) (3) (4) (5) 
| EE ee $2, 503, 470,000 | $284, 439,000 | $201, 065, 000 70.7 
A eee eS ee 906, 217,000 | 844,030, 000 522, 137,000 61.9 
ie Sree lu allan aaa ee xia 1, 004, 724, 000 851,918,000 | 610, 165, 000 71.6 
EE Onis ob caniwiubiinswaagipemnes 356, 875, 000 116, 823, 000 , 082, 000 59. 1 
Pe iccchnnvciedDuicneniemednetcbheunwatads 58, 647, 000 35, 466, 000 24, 188, 000 68.2 
I SB. cn tocadanndgpponie 71, 111, 000 63, 755, 000 51, 112, 000 80.2 
CE  dtiweuucbSt A dastal peed 49, 490, 000 30, 080, 000 21, 354, 000 71.0 
PEE sc rcccccniwansc@itth.hcccacutbacne 281, 378, 000 231, 443, 000 180, 561, 000 78.0 
IV. SUMMARY 
Percentage Value 
A. Total obligated procurement... .-..............---.----- (a) 100 percent.__.........-- $5, 231, 912, 000 
B. Total susceptible of accomplishment by small business | (6) 47.0 percent of (a) ______- 2, 457, 954, 000 
C. Actually awarded to small] business. ---.............--- (c) 32.1 percent of (a)-_-_.--- 1, 679, 664, 000 


V. ESTIMATED 1ST TIER SUBCONTRACT PROCUREMENT TO SMALL BUSINESS 


(Percentage arrived at from S. Rept. No. 206, dated Apr. 28, 1953, using only those companies with whom 
Department of the Army has as large prime contractors) 


Ee $3, 552, 248, 000 
B. ist tier subcontracts let by large business to smaii business. .....___.___. tte eae 674, 928, 000 
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Department of the Army obligated procurement—Continued 
VI. TOTAL SMALL BUSINESS PARTICIPATION CALENDAR YEAR 


4. Total Department of the Army obligated procurement ' $5, 231, 912, 000 
1. Prime contracts screened for susceptibility of accomplishment by 
small business (47 percent of A) . 2, 457, 054, 000 
. Prime contracts awarded to sma]! business (32.1 percent of A or 68.3 percent of 1) 1, 679, 664, 000 
. Prime contracts screened for susceptibility of accomplishment by 
small business but not awarded to small business (14.9 percent of 
A or 31.7 percent of 1) $778, 290, 000 
. Prime contracts awarded to large business (67.9 percent of A) 3, 552, 248, 000 
. lst tier subcontracts placed by large business with smal! business firms (12.9 per- 
cent of A or 19 percent of 4) ___.. 674, 928, 000 


45 percent participation by smal! business firms (prime contracts plus esti- 
mated ist tier subcontracts) 2, 354, 592, 000 


' New procurement only; does not include interdepartmental or interservice procurement 


N ; 
| Dollar value Percentage umber 


a > age 
of actions Percentage 


I. Total new procurement_______| $5, 231, 912,000 | 100 percent . 1,428,781 | 100 percent 
(a) Awarded by negotia- | 3, 953, 184,000 | 76 percent 1, 329, 368 | 93 percent 
tion. 
(6) Awarded by formal | 1, 278, 728,000 | 24 percent 99,413 | 7 percent 
advertising. 
Il. (a) Total new procurement_..| 5, 231,912,000 | 100 percent_. , 428, 781 | 100 percent. 
(6) Total suitable for small | 2, 457,954,000 | 47 percent of (a). 


b ess. 
(c) Total awarded to small | 1, 679,664,000 | 32 percent of (a), 6 3, 200 | 77 percent of (a 
business. percent of (6) 
(1) Negotiated ___- 889, 136,000 | 53 percent of (c) 21,833 92 percent of (c 


(2) Formal advertis- | 790, 528,000 | 47 percent of (c) ._- , 466 | 8 percent of (c) 
ing. 


APPENDIX 7 (d) 
Department of the Army—Obligated procurement! 


(Calendar year 1953—Jan. 1-Dec. 31, 1933] 
I. OBLIGATED PROCUREMENT 


Percentage Dollars 





; (a) 100 percent . $6, 325, 957, 000 
A. Formally advertised (6) 29.4 percent of (a) 1, 860, 207, 000 
1. Susceptible of accomplishment by small | (c) 80.9 percent of (5) 1, 505, 328, 000 


business. 
2. Actually awarded to small business........__| (d) 72.9 percent of (c), 50. 1, 096, 820, 000 
percent of (6) 
(e) 70.6 percent of (a) . 4, 465, 750, 000 
1. Susceptible of accomplishment by small | (f) 38.7 percent of (e) 1, 728, 256, 000 
business. 
2. Actually awarded to small business ...---| (g) 67.7 percent of (f), 26.2 1, 169, 268, 000 
percent of (e). 


II. NUMBER OF ACTIONS 


Percentage Number 


(h) 100 percent. -- 1, 326, 005 
A. Formally advertised. (i) 8.2 percent of (h) 108, 182 
1. Susceptible of accomplishment ‘by small | (j) 97.5 percent of (i) 105, 484 
business. 
2. Actually awarded to small business. | (k) 83.9 percent of (j), 81.8 88, 449 
percent of (i). 
B. Negotiated _- ()) 91.8 percent of (A) a 1, 217, 823 
3. Susceptible ‘of accomplishment “by small | (m) 97.1 percent of (J) 1, 182, 661 
business. 
2. Actually awarded to small business (n) 78.5 percent of (m), 76.2 928, 071 
percent of (2). 


1 Ist 6 months on net basis; last 6 months on new procurement basis; does not include interdepartmental 
or interservice procurement. 
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Department of the Army—Obligated procurement—Continued 
Ill. PROCUREMENT BY MAJOR PROCURING ACTIVITY 


| | | 


| * 
| Susceptible Awarded | Percent of (3 














| Total procure- | awarded 
Activity smal] smal} } 
ment to smal] 
| business business bessiness 
| i 
(1) (2) (3) (4) (5) 
——— — —- - -| 
Ordnance. ....... ....... | $3, 021, 418, 000 | $595, 687,000 | $453, 289, 000 | 76.1 
SE ies thstintbibicninidedhah scitammned on ee banee | 1, 612, 083, 000 /1, 473, 439,000 | 893, 920, 000 | 60.7 
IID... ww a adipinieieinneiitndndtnet> cmmiea<sue 870, 867,000 | 698,351,000 | 562, 680, 000 80. 6 
I. 1. a aa theemmantetenie 311, 543,000 | 112, 288, 000 74, 526, 000 | 66.4 
Medical__--. 75, 585, 000 39, 316, 000 29. 054, 000 | 73.9 
IIIS Sates 3. ca el le 96, 419, 000 83, 058, 000 73, 887, 000 | 89.0 
SIIIL«, a nuibecaainiridides ntb-aulinuebennatensd | 81, 913, 000 43,326,000 | 29, 798, 000 68.8 
SIS ocital sw eckeahianesine tres oes eoere on | 256, 131, 000 188, 119, 000 148, 934, 000 | 79.2 
IV. SUMMARY 
Percentage | Value 
re ee (a) 100 percent... ............ $6, 325, 959, 000 
>. Total susceptible of accomplishment by small business_| (6) 51.1 percent of (a) - - -.--- 3, 233, 584, 000 


. Actually awarded to small] business. -_--......-.....---- (c) 35.8 percent of (a)--._--.- 2, 266, 088, 000 


V. ESTIMATED FIRST TIER SUBCONTRACT PROCUREMENT TO SMALL BUSINESS 


(Percentage arrived at from 8. Rept. 206, dated Apr. 28, 1953, using only those companies with whom 
Department of the Army has as large prime contractors) 


ne ee ceca dacnncesstnahosaconegenseukucencanm $4, 059, 871, 000 
B. First tier subcontracts let by large business to small business-_-_____.............-.....-- 771, 376, 000 


VI. TOTAL SMALL BUSINESS PARTICIPATION, CALENDAR YEAR 1953 


A. —- Department of the Army obligated procurement !................- $6, 325, 959, 000 
. Prime contracts screened for susceptibility of accomplishment by 
small business (51.1 percent of A)-_..-.........-------..------.-- 
2. Prime contracts awarded to small business (35.8 percent of A or 70.1 
ED orcas ther etic age enbitionininabtaddnmer i icenctaggay inaten count $2, 266, 088, 000 
3. Prime contracts screened for susceptibility of accomplishment by 
small business but not awarded to small business (15.3 percent of 


Es Eternia ntebttneinetncntinntgegeeeen $967, 496, 000 
4. Prime contracts awarded to e business (64.2 percent of A) _---- 4, 059, 871, 000 
5. First tier subcontracts placed by large business with small busi- 
ness firms (12.2 percent of A) (19 percent of 4)................----.------------ 771, 376, 000 


48 percent participation by small-business firms (prime contracts plus estimated 
BaD WEE GUD oo ois nS nsec scbescenpicscbdsccscl bebediws bse bivess 3, 037, 464, 000 


1 New procurement only; does not include interdepartmental or interservice procurement. 























ia 
Dollar value Percentage Number o Percentage 
SS ———— aaa ES 
I. Total new procurement__._.--| $6, 325, 957,000 | 100 percent.._........| 1,326,005 | 100 percent. 
(a) — by negotia- 4, 465, 750,000 | 71 percent... __--- 1, 217,823 | 92 percent. 
| 
(6) Awarded by .formal | 1, 860, 207,000 | 29 percent 5 108, 182 | 8 percent. 
advertising. | 
Il. (a) Total new procurement...| 6, 325, 957,000 | 100 percent 1, 326,005 | 100 percent. 
(6) Total suitable for small | 3, 233, 584,000 | 51 percent of OO 
business. | | 
(c) Total awarded to small | 2, 266,088,000 | 36 percent of (a), 70 | 1,016,520 | 77 percent of (a). 
business. percent of (5). 
(1) Negotiated ___-_-_-- 1, 169, 268,000 | 52 percent of (c)_---- 928,071 | 91 percent of (c). 
(2) Formal ad vertis- 1, 096, 820,000 | 48 percent of (c)__--. 88, 449 | 9 percent of (c). 
ing. 
| 





MILITARY PROCUREMENT—1955 


APPENDIX 8 
U. S. Aromic Engercy Commission AEC Manuva. 


Volume: 9000 Contracting AEC 9132-01 
Part: 9100 Procurement and Contracts CSSC 


January 26, 1955 
CHAPTER 9132 SMALL BUSINESS 
9132-01 Purpose 
This chapter sets forth the overall AEC small business program the elements of 
which are a definition of small business, a general policy, a series of specific policies, 
individual small-business a quarterly reports, the AEC-SBA agreement, 
and participation in the Commerce Department Synopsis Program. 


9132-02 Scope 


This chapter is applicable to procurement by or on behalf of the AEC. Con- 
tracts, subcontracts, and purchase orders for construction, repair, and recondi- 
tioning as well as material, equipment, and supplies are included in this procure- 
ment. 


9132-03 Introduction 


The “Small Business Act of 1953’ (P. L. 163, 83d Congress, Ist Session), 
established the Small Business Administration and stated as follows: 

“The essence of the American economic system of private enterprise is free 
competition. The preservation and expansion of such competition is basic not 
only to the economic well-being but to the security of this Nation. Such security 
and well-being cannot be realized unless the actual and potential capacity of small 
business is encouraged and developed.” 


9132-04 Definitions 

a. Small-Business Concern. A “small-business concern’’ is any concern, which, 
including its affiliates, employs in the aggregate fewer than 500 persons. 

b. Suttable Procurement. A procurement is suitable for performance by small 
business if (1) a small-business concern has ever submitted a bid for the item con- 
cerned, (2) in the judgment of the Contracting Officer, the item concerned can 


conceivably either be produced or supplied by a small-business concern or (3) the 
Small Business Administration is able to provide a qualified bidder which is a 
small-business concern. 


9132-05 Responsibilities 

a. Managers of Operations are responsible for obtaining compliance with this 
chapter by cost-type contractors ae their jurisdiction. 

b. Director, Division of Construction and Supply is responsible for the evaluation 
of Operations Offices’ small-business programs and reports, the development of 
modifications to AEC small-business policies as required and cooperation with 
other agencies and departments of the Government dealing with matters relating 
to small business. 


9132-06 General policy 


Consistent with the declared policy of the Congress, it is the general AEC 
small-business policy that ‘“‘a fair proportion of the total purchases and contracts 
for supplies and services shall be procured from small-business concerns.” 
9132-07 Specific policies 

In order to achieve the objectives of the general AEC small-business policy, 
the specific AEC small-business policies .set forth below shall be complied with to 
the maximum extent practicable: 

a. Procurements shall be examined to determine if they are suitable for perform- 
ance by small-business concerns. 

b. Maximum practicable small-business participation shall be achieved in 
procurements which are suitable for performance by small-business concerns. 

c. Procurements suitable for performance by small business shall be divided 
into sufficiently small lots to enable small-business concerns to participate. 

d. Subcontracting to small business shall be encouraged regarding those items 
which are suitable for performance by small-business concerns. 

e. The Commerce Department Synopsis of Procurement, Sales, and Contract 
Awards shall be employed to identify and publicize advertised and negotiated 
procurements in accordance with Section 9132-11. 
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f. Tie bids involving one or more small-business concerns shall be resolved by 
making an award to a small-business concern subject to the procedures and 
exceptions set forth in Subsection 9105-1120. 

g. Small-business policies stated in this section shall apply to groups of small- 
business concerns which have been authorized to operate as small-business produc- 
tion pools and have been certified as small business by the Administrator of the 
Small Business Administration. 

h. AEC shall cooperate with the Small Business Administration in carrying out 
the AEC-SBA Agreement set forth in Section 9132-10. 

i. AEC shall cooperate with other departments and agencies which are con- 
cerned with small-business matters. 

j. Managers of Operations shall appoint Small-Business Representatives in 
their procurement offices and shall require cost-type contractors to make similar 
appointments in their organizations. 

k. Managers of Operations shall assist and require their cost-type contractors 
to establish and maintain appropriate small-business programs and contacts for 
small-business concerns desiring to do business with ARC. 

i. Small-business concerns shall be advised regarding the policies, procedures 
and activities of AEC and other Government departments and agencies concerned 
with small-business matters. 


9132-08 Small-Business Programs 


Managers of Operations shall develop suitable small-business programs which 
are consistent with the provisions of this chapter for each Operations Office and 
shall require their cost-type contractors to develop similar programs. Program 
procedures shall be set forth in writing. 


9132-09 Reports 


A quarterly small-business report shall be prepared by each Operations Office 
and forwarded through the appropriate Washington Operating division to the 
Director, Division of Construction and Supply, Washington 25, D. C., not Jater 
than the thirtieth day following the end of the quarter covered by the report. 
Managers of Operations shall require similar reports to be prepared by ae 
contractors to accompany the Operations Office’s reports. Reports shall be 
prepared as follows: 

a. Narrative statement regarding the operation of the program during the 
quarter. 

b. Tabulation of the following factual information: 

1. Number of contacts with small-business concerns during the quarter which 
have not been previously contacted. 

2. Number of small-business concerns added to bidders’ mailing lists during 
the quarter. 

3. Number and dollar value of awards to small-business concerns compared to 
the number and dollar value of awards suitable for small-business concerns. 

4. Number and dollar value of invitations to bid and requests for proposals 
referred to the Small Business Administration. 

5. Names of small-business production pools receiving awards during the 
quarter and the identity and dollar value of each award. 

6. Identity and dollar value of the principal items considered unsuitable for 
performance by small-business concerns. 


9132-10 AEC-SBA Agreement 


“The Atomic Energy Commission and the Small Business Administration will 
establish and maintain liaison between AEC Operations Offices and their cost- 
type contractors and appropriate SBA regional offices for exchanges of informa- 
tion regarding AEC procurement opportunities, suggestions of qualified small- 
business concerns, and other appropriate matters.”” [The memorandum which 
sets forth the entire agreement appears in Appendix 9132-10.] 


9132-11 Commerce Department Synopsis 


The Commerce Department publishes a synopsis of U. 8. Government proposed 
procurement, sales, and contract awards. The information contained in the 
synopsis is submitted by various Government agencies. The synopsis has a 
broad circulation and is available on a subscription basis. 

a. Operations Office Participation. The use of this service by Operations 
Offices is required. Operations Offices shall prepare a daily synopsis of proposed 
procurements and sales of surplus property and will generally forward the synopsis 
by teletype to the Commerce Department, Chicago, Illinois. [The format for 
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the teletype appears in Appendix 9132-11.] However, the daily synopsis may 
be sent by air mail or regular mail, in lieu of teletype if time permits. roposed 
procurements should not be included in the synopsis when: 
1. the value of the proposed transaction is less than $500.00; or 
2. immediate procurement action is required; or 
3. the procurement is to be made from Government sources such as Fed- 
eral Supply Service, Federal Prison Industries, etc.; or 
4. the character of the proposed procurement is such that it should not 
be publicly disclosed. 
b. Contractor Participation. The use of this service by cost-type contractors 
is optional with the contractor. The service is available to the contractor without 
cost in the manner set forth above. 


APPENDIX 8(a) 
[Small business, AEC Appendix, 9132-10} 


Joint MEMORANDUM OF THE Atomic ENERGY COMMISSION AND THE SMALL 
Business ADMINISTRATION, JANUARY 26, 1955 


Purpose. The eae of this memorandum is to establish an agreement 
between the Atomic Energy Commission and the Smal! Business Administration 
which will provide a basis for cooperation to further both the AEC small business 
program and the objectives of the Small Business Act of 1953 (P. L. 163, 83d 
Congress) in connection with procurement by the Commission and its cost-type 
contractors. 

Background. Representatives of SBA visited several AEC operations and 
contractor offices to examine at first hand the individual characteristics of the 
AEC organization and operation. Both agencies recognize that the majority of 
AEC prime contract procurement dollars are not suitable for small business since 
they involve contracts for the construction of large plants, the operation of these 
plants, and the purchase of equipment which is unsuitable for small business. It 
is evident that the principal opportunity for AEC and SBA to cooperate with 
respect to small business is related to procurement by AEC’s cost4type contractors. 
AEC and SBA recognize further that this opportunity is subject to several limiting 
factors. Procurement relative to plant construction, for example, generally 
requires very rapid procanes with the result that little time is available to dis- 
cover and suggest the participation of small business concerns other than those 
previously located through the AEC small business program. Procurement for 
plant operation, on the other hand, while not requiring such rapid processing, 
involves only a limited number of procurement dollars. It would appear at this 
time that the most practicable and effective means of cooperation is through 
exchanges of information which will be useful and helpful to small business. 
There will be periodic reviews, however, to determine whether modifications are 
warranted and practicable. 

Agreement. The Atomic Energy Commission and the Small Business Adminis- 
tration will establish and maintain liaison between AEC operations offices and 
their cost-type contractors and appropriate SBA regional offices for exchanges of 
information regarding AEC procurement opportunities, suggestions of qualified 
small business concerns and other appropriate matters. 

a. Establishment of liaison. The respective SBA regional directors, who have 
not already done so, will establish and’ maintain liaison with the AEC operations 
office or offices within their regions. In exceptional cases, liaison between other 
combinations of AEC and SBA offices may be authorized in Washington. It is 
not contemplated, however, that liaison will be effected by stationing SBA per- 
sonnel in AEC operations offices or the offices of cost-type contractors. 

b. Liaison procedures. Detailed procedures for carrying out the exchange of 
information required by this memorandum will be jointly developed, maintained, 
and modified as experience suggests by each combination of SBA regional and 
AEC operations offices maintaining liaisons. 

c. Exchanges of information. AEC operations offices will provide or arrange for 
the provision of information to SBA regional offices regarding appropriate procure- 
ment opportunities of both operations offices and cost-type contractors which are 
suitable for small business. In turn, SBA regional offices will suggest the names 
of qualified small business concerns. The information will be in such form and 
will be transmitted by such means and with such frequency as seems most practi- 
cable to the personnel engaged in the exchange of information. These exchanges 
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are not to be confined, however, to procurement information and suggestions of 
qualified small business concerns. SBA’s programs include loans, certificates of 
competency, and technical and management assistance to small business concerns. 
These programs and others may provide the bases for interagency cooperation 
both in Washington and in the field. 

d. AEC contractors in several SBA regions. Where an AEC operations office 
and its contractors are located in different SBA regions, the operations office wil! 
arrange for the transmission of contractor procurement information to the SBA 
regional office serving the region in which the contractor is located. 

e. Time factor in procurement. It is anticipated that in some circumstances, the 
time available for the submission of bids may be too short for some small business 
concerns suggested by SBA to participate. This will be true most often where 
the procurements are related to construction. In these circumstances, qualified 
small business concerns which are unable to participate will be added to bidders’ 
lists and invited to participate in subsequent procurements. 

f. Security clearances. Where Q security clearances are necessary to carry out 
the purpose of this agreement, uests for such clearances will be submitted to 
the reer AEC operations office. 

g. Appropriate procurement opportunities. Procurements termed appropriate for 
the purpose of this memorandum will not include those to be made from govern- 
ment sources, those that security requirements will not permit to be publicly 
disclosed, those where the urgency is too great to permit broad solicitation of bids, 
and those involving the purc of ore. 


CERTIFICATES OF COMPETENCY 


Section 212 (d) and section 213 of the Small Business Act of 1953, provides that 
SBA may certify the competency of a small-business concern or group of such 
concerns with respect to capacity and credit, and that procurement officials are 
directed to accept such certification as conclusive. In cases in which a small- 
business concern would receive an AEC prime contract except for doubts as to 
its capacity or credit, AEC one officials will call upon SBA to make the 
necessary investigation and, if appropriate, issue a certificate of competency. 


AEC procurement officials will also inform AEC prime contractors that, if they 
wish, they may also call upon SBA to perform similar services with respect to 


potential s subcontractors in cases of similar doubts as to capacity or credit; 
with respect to subcontractors, however, such certifications have no statutory 
basis but may fievertheless be useful to prime contractors in appropriate cases. 
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AEC Appendix 


OO I ilar, SMALL BUSINESS 


a Gite & Ga 


U. DB ATOMIC ENERGY COMMISSION 


DATE OF MESSAGE: NOVEMBER 2, 1954 


(UECDW) (CALL LETTERS WHEN USING MILITARY TRANSMISSION FACILITIES ONLY) 
SYNOPSIS WO. (Local Offices Number Consecutively) 


(Pull Name and Address of Procurement Office) 
REMOVER, PAINT, 1-GAL CAN 


(Quantity) | (Reference No.) | ‘Approximate 
Bid Date) 
(13 spaces (16 spaces) en 
PAINT, OIL, FLAT, 5-GAL. CAN 


ENAMEL, PHENOLIC, LUSTERLESS : " 
OUTSIDE, OLIVE DRAB 
PAPER, BLOTTING, 19" x 24" 11-17-54 


SHEETS 

LOCAL ICE SERVICE IN THE CITY 11-18-54 
OF SEATTLE DURING THE PERIOD 
DEC. 1, 1954 THRU JAN. 31, 
1951 


END REF SUP-JFG 


Format for Teletype Messages Transmitting 
Synopsis of Proposed Purchases to Chicago 
Commerce Office. Use Elite Type. Words 
enclosed in parenthesis are not to be typed 
in the outgoing message. 


RESTRICTED DATA OF ESPIONAGE STAMP. © REQUIRED 


January 26, 1955 


GPO sessse 
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APPENDIX 9 


Rev. 22 Mar 1955 SMALL BUSINESS PROGRAM 


SECTION LI 
SMALL BUSINESS 


51-000 Scope of Section. This section sets forth (a) policy with ref- 
erence to small business concerns; (b) Air Force Small Business Program, 
its functions and procedures; (c) policy governing Air Force relationship 
with Small Business Administration; (d) principles of contracting with 
defense pools, and method of notification of approved pools. 

*Part 1—Small Business Concerns and Air Force Small Business Program 

51-100 Scope of Part. This part sets forth the policy with reference 
to small business concerns, the small business program, its functions and 
procedures. 

51-101 Applicability. This part is applicable to all AF activities 
within the continental United States. 

51-102 Definitions and General Policy. 

51-102.1 Definitions. 

(a) A “small business concern” is one which, including its affiliates, 
employs, in the aggregate, fewer than 500 persons. This definition will be 
in effect for all procurement matters and those directly related to procure- 
ment, subject to modification by the Small Business Administration. 

(b) An “established supplier” for an item is a concern which is a 
“source of supplies” as defined in ASPR 1-201.9 and which has supplied 
the item satisfactorily to one or more military departments; or one with 
which mobilization planning is in effect. 

(c) A “potential supplier” of an item is a concern which is a “source 
of supplies” as defined in ASPR 1-201.9 and which is considered to be 
technically and financially competent to supply the item, but which is not 
an established supplier. j 

(d) A “fair proportion of the total purchases and contracts for sup- 
plies and services for the Department of Defense to be placed with small 
business concerns” is defined as that proportion which small business con- 
cerns can win in open competition, provided they are given an equitable 
opportunity to compete. This definition will not, in itself, be used as a 
reason for refusing to make joint determinations as provided in AFPI 
51-205. 

(e) An “equitable opportunity to compete” (with respect to the 
competition by small business firms for the procurement of an item, the 
bidders’ mailing list for which contains the names of established or poten- 
tial small business suppliers) is defined as that opportunity which exists 
when the following conditions are met: 

(1) The bidders’ mailing list for the item includes the names of 
such established or potential small business suppliers as have made accept- 
able application for inclusion in the list. 

(2) The invitations for bids or the requests for proposals are sent 
to all the firms, large and small on the list; or, where they are sent to less 
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than the complete list, a pro rata percentage of small firms is included 
among these solicited. 

(3) The quantities are appropriate, the delivery schedules reason- 
able, the time allowed for the preparation and submission of bids adequate, 
and the specifications and drawings sufficient to enable smal! business firms 
to compete. 


(4) Proposed procurements are published as required by AFPI 


2-206. 
51-102.2 General Policy. 

(a) It is the policy of the Department of the Air Force that a fair 
proportion of the total purchases and contracts for supplies and services 
for the Department of the Air Force will be placed with small business 
concerns, whether as prime contractors, subcontractors, or suppliers. 


(1) In its own direct purchases from industry, the Air Force will 
carry on a continuing program to afford small business concerns an equi- 
table opportunity to compete in the procurement of items and services they 
are capable of producing or performing. 


(2) In the placement and administration of contracts with large, 
as well as small concerns, which, in the opinion of the Air Force offer sub- 
contracting possibilities, the contracting officer and the appropriate admin- 
istrative office will bring this AF policy to the attention of prime con- 
tractors and will take all proper steps, consistent with the contractors’ 
responsibility for satisfactory performance, to effect full opportunity to 
small business concerns to participate in subcontracting and in the supply 
of items or services required by the prime contractor. 


(b) Military bidders’ mailing lists will include the names of estab- 
lished small business suppliers and of such potential small business sup- 
pliers as have made acceptable application for inclusion on such lists. 


(c) In accomplishing a procurement, the procuring officer will, 
insofar as it is consistent with military necessity, solicit bids or proposals 
from all the business concerns on the list or, where the entire list is not 
being solicited, from appropriate established or potential small business 
concerns in a pro rata proportion. 

(d) In planning procurement, division into reasonably small eco- 
nomically sound production lots, time allowed for the preparation and sub- 
mission of bids or proposals, delivery schedules, specifications, and other 
provisions will be determined, consistent with military requirements, in a 
manner to encourage participation by small business concerns. 

(e) The opportunity to submit bids for quantities less than the total 
requirement should be extended to the maximum practical extent. 

(f) Small business participation will be increased through a continu- 
ing active search for potential small business suppliers. 

(g) The general principles of the Air Force Small Business Policy 
providing for giving small business firms an equitable opportunity to pro- 
duce a fair share of the AF requirements of supplies and services, will be 
extended to mobilization planning. To the maximum extent possible con- 
sistent with considerations of efficient production, geographic dispersion 
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of facilities, and other military factors, planning will be conducted with 
small business firms with respect to items, the bidders’ mailing lists for 
which include the names of established or potential small business concerns. 

51-103 Air Force Small Business Program. To insure the continued 
carrying out of the above AF policy, the following basic procedures are 
hereby established. 

(a) An Office of Small Business for Hq USAF will be established in 
the Directorate of Procurement and Production, Office of the Deputy Chief 
of Staff, Materiel. The chief of the office will be appointed by and be 
directly responsible to the Director of Procurement and Production and will: 

(1) Be responsible for the development of policy and the overall 
small business program for the Department of the Air Force. 

(2) Serve as the focal point for Department of the Air Force 
activities connected with small business. 

(3) Exercise staff supervision of the implementation and the 
effectiveness of the small business program throughout the Air Force. 

(4) Represent the Department of the Air Force on any policy and 
program determination committees having to do with small business affairs. 

(5) Be responsible for the effective coordination of the Air Force 
Small Business Program with the appropriate aspects of the Small Business 
Administration program. The chief of the small business office, Hq USAF, 
together with the Smal] Business Advisor to the Assistant Secretary of 
Defense (Supply and Logistics), will hold monthly meetings with such offi- 
cials of the Small Business Administration as are designated by the Admin- 
istrator, for the purpose of evaluating reports, statistical and otherwise, 
concerning the effectiveness of the Small Business Program and to resolve 
any difficulties that may arise in its operation. In the event there are any 
difficulties that cannot be resolved by that group, they will be referred to 
the Assistant Secretary of Defense (Supply and Logistics), and the Ad- 
ministrator of the Small Business Administration. 

(6) Serve as adviser on small business affairs to the Assistant 
Secretary of the Air Force (Materiel), to the Deputy Chief of Staff, Ma- 
teriel, and to the Director of Procurement and Production. 

(b) An Executive for Small Business and such additional small 
business specialists as are deemed necessary will be assigned to the Direc- 
torate of Procurement and Production, Hq AMC. They will be appointed 
by, and be directly reponsible to, the Director of Procurement and Produc- 
tion, Hq AMC. The Executive for Small Business is authorized, subject to 
the approval of the Director of Procurement and Production, Hq AMC, to 
appoint a deputy or deputies to assist him in discharging his duties. Small 
business specialists will be assigned to AMC field procurement activities 
and to air procurement districts and subdistrict offices. Small business 
specialists assigned to AMC field procurement activities will be appointed 
by the director of procurement and production of the activity to which they 
are assigned. Small business specialists assigned to air procurement dis- 
tricts will be appointed by the chief of the air procurement district and 
those assigned to the subdistricts will be appointed by the officer in charge 
of the subdistrict. All appointments of small business specialists referred 
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to above will be by name in writing and all] small business specialists will 
be directly responsible to the appointing authority. Al] small business func- 
tions will be performed under the technical direction of the Executive for 
Small Business, Hq AMC. 

(c) Where applicable, small business specialists assigned to procure- 
ment offices engaged in contract negotiation or administration will: 

(1) Serve as a focal point in the procurement office to which small 
business concerns may make or direct inquiry concerning participation in 
the military procurement program and concerning advice or assistance in 
the performance of military contracts. 

(2) Assist Federal, State, and authorized private agencies, if re- 
quested, in making an inventory of the productive facilities of small busi- 
ness concerns, and arrange to furnish those agencies any data concerning 
small business sources, facilities, and capabilities the procurement office 
may have on hand. 

(3) Conduct a program to discover small business sources capable 
of participating in procurements to meet current and anticipated require- 
ments. 

(4) Screen proposed procurements in the amounts of $10,000 and 
over, prior to issuance of invitations for bids or requests for proposals, to 
determine whether the desired item is suitable for production or perform- 
ance by small business concerns. 

(5) On procurement of items determined suitable, take appropri- 
ate measures in conjunction with the buyer to insure adequate opportunity 
for small business to participate on an equitable basis, to the extent con- 
sistent with other procurement and military objectives. 

(6) Make available or cause to be made available to small business 
concerns, as far in advance as possible, adequate information on proposed 
procurements suitable for their participation. 

(7) Inform the appropriate office of the Small Business Admin- 
istration of the pertinent findings in any case in which a small business 
concern, despite having submitted an otherwise acceptable bid or proposal, 
is being or may be rejected on grounds of capacity, credit, or both. 

(8) Bring the AF policy on small business to the attention of 
prime contractors and make appropriate suggestions, consistent with the 
contractors’ responsibility for satisfactory performance, to effect full 
opportunity to small business concerns to participate in subcontracting and 
in the supply of items or services required by the prime contractor. 

(9) Maintain liaison and exchange information with other local 
Government agencies for the purpose of rendering the maximum amount 
of assistance to small business. 

(10) Prior to submission, review procurement office reports con- 
cerning the letting of contracts and subcontracts to small business concerns 
and make pertinent comments to the appointing authority regarding such 
reports. 

(11) Observe the effect of current procurement policies on the 
amount of small business participation in the procurement program, and 
recommend to the appointing authority changes in existing policies or the 
formulation of new policies to increase the amount of such participation. 


63038 O—55——-23 
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(12) Furnish advice on problems regarding the application of 
small business policies when requested by purchasing activities where no 
small business specialist has been assigned. 

51-104 Assistance to Small Business in Contract Placement and 
Mobilization Planning. 

(a) General. The procedures relative to the assistance to small 
business in contract placement prescribed in subparagraphs (b)(1) and 
(b) (2) below will be applicable to individual procurement actions regardless 
of dollar volume which take place at installations in the continental United 
States; and the additional procedures prescribed in subparagraphs (b) (3) 
and (b) (4) below will be applicable at such installations indicated therein. 

(b) Procedures. 


(1) If the procurement is for an item, the bidders’ mailing list 
for which includes the names of established or potential small business 
suppliers, the contracting officer will handle the procurement in such a 
manner as to insure that small business concerns receive an equitable oppor- 
tunity to compete for the business. As to all such procurement, and such 
other procurements as he may consider appropriate, the following condi- 
tions will prevail: 

(A) The procurement is divided into, or bids or quotations may 
be submitted on, such reasonably small economically sound 
production lots as will enable and encourage small business 
concerns to make bids or quotations on such procurement 
or portions thereof, unless such division is clearly to the 
disadvantage of the Air Force. 

The required delivery schedules, consistent with military 
necessity, are such as not to preclude competent small 
business concerns, including potential suppliers, from 
meeting them. 

Specifications and drawings when applicable, or in their 
absence, all necessary pertinent data are made available 
to small business concerns in order that they may intelli- 
gently compute their bids or proposals. 

(D) Adequate and appropriate publicity, including the use of 
the Synopsis of Proposed Procurements in accordance with 
ASPR 2-206, is provided on a timely basis. 

(E) Sufficient time, consistent with military necessity, is 
allowed to enable potential sources as well as established 
sources to adequately prepare and submit their quotations. 

(2) The contracting officer will make additions of small business 
concerns to the source list of a specific procurement, when deemed desirable. 
These additions will include the names of any small business concerns fur- 
nished by the Small Business Administration (SBA). The Air Force will 
afford to the representatives of the SBA upon request the opportunity to 
inspect, study, and transcribe information from the bidders’ mailing lists, 
and will make available to the SBA representative such additional informa- 
tion as may be at hand and as may be necessary to enable the SBA repre- 
sentatives to determine whether in their opinion small business firms are 
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proportionately represented on any specific list. In those cases in which, in 
the opinion of either the SBA representatives or the contracting officer, 
small business concerns are not properly and proportionately represented, 
the SBA or the contracting officer will endeavor to discover additional 
potential suppliers and encourage them to apply for inclusion in the bidders’ 
mailing list in question in the manner prescribed by AFPI 2-204. 

(3) At installations to which AF small business specialists are 
assigned, the following procedures, in addition to those listed in subpara- 
graphs (b) (1) and (b) (2) above, will be followed in all individual procure- 


ment actions which are expected to involve an expenditure of $10,000 or 
more. 


(A) Purchase Request (PR) and Military Interdepartmental 
Purchase Request (MIPR) Control will furnish a copy of 
all PR’s to the AF small business specialist simultaneously 
with the release of the PR’s to the buyer. 

(B) The AF small business specialist will: 


(i) Determine the “suitability” of the item or service for 
production or performance by small business. 

(ii) Determine the suitability for publication in the U. S. 
Department of Commerce “Synopsis of U. 8S. Gov- 
ernment Proposed Procurements, Sales, and Contract 
Awards,” in accordance with AFPI 2-206. 

(iii) Determine the applicability of Defense Manpower Policy 
No. 4, in accordance with the provisions of AFPI Sec- 
tion L. 

(iv) Notify the buyer when the SBA representative, if one 
is assigned to the purchasing office, is interested in the 
procurement. 

(C) The buyer will check the list of items and types of pro- 
curements which are rarely considered suitable for small 
business, as set forth in paragraph 51—104(c), when ready 
but prior to issuing invitation for bids or request for pro- 
posals. If the item or service to be procured appears on 
the list, and the buyer has not been notified by the small 
business specialist that a discussion is desired regarding 
that specific procurement, the buyer may proceed with 
the procurement without contacting the small business 
specialist. 

(D) When the item or service being procured does not appear 
on the list: 

(i) The buyer will notify the AF small business specialist 
by telephone or personal contact when ready to take 
action to issue invitation for bids or request for pro- 
posals. 

(ii) The AF small business specialist will check to determine 
whether the SBA representative is interested in the 
procurement. If the SBA representative is interested 
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in the procurement, a meeting of the small business 
specialist, the buyer, and the SBA representative will 
be arranged by the small business specialist. The pro- 
cedures outlined in Section LI, Part 2, will be followed. 
(iii) When a final decision has been made as to whether a 
joint determination will be entered into, or when the 
SBA representative is not interested in the procurement 
the buyer will: - 
a. State the intended method of handling the procurement. 
b. Furnish the AF small business specialist a copy of the 
source list to be used. 
(iv) The AF small business specialist will: 
a. Advise the buyer of determination as to the suitability 
of the procurement for small business. 
b. Make suggestions, if desired, as to the method of 
handling the procurement. 

. Make additions to the source list, when deemed desir- 
able, to afford small business a greater opportunity to 
participate in the AF procurement program. These 
additions will include the names of any small business 
concerns furnished by the Small Business Adminis- 
tration. 

. Advise the buyer of determination in regard to synop- 
sizing the procurement. Advise the buyer of determina- 
tion of the applicability of Defense Manpower Policy 
No. 4. 

. Furnish the buyer with a copy of AMC Form 261A, 
“Small Business Coordination Sheet,” which will be- 
come a permanent part of the procurement file. This 
form will be completed in accordance with the agree- 
ments reached between the buyers and the small busi- 
ness specialist. If it has been determined that the pro- 
curement will be synopsized, the buyer and the AF small 
business specialist will enter in item 3 of AMC Form 
261A a description of the supply or service being pro- 
cured which will be published in the Department of 
Commerce Synopsis. 

(v) The buyer will furnish a copy of the invitation for bids 
or requests for proposals to the AF small business 
specialist. A copy of any amendment subsequently 
issued will be promptly furnished to the AF small busi- 
ness specialist. 

(E) The procurement personnel will be responsible for notify- 
ing the AF small business specialist in connection with 
procurements where prior to the initiation of purchase 
requests discussions are held for the purpose of consider- 
ing potential sources. At such discussions, potential 
sources suggested by the AF small business specialist will 
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be given the same consideration as other potential sources 
that may be considered. 
The buyer will furnish the AF small business specialist, 
prior to making awards, a copy of the abstract of bids or 
proposals including any engineering or laboratory evalua- 
tion that has influenced the procurement, when the pro- 
curement has previously been determined to be suitable 
for small business. The abstract will be in sufficient detail 
to enable the AF small business specialist to determine: 
(i) The PR or MIPR number(s) involved in the procure- 
ment. 
(ii) That the procurement has or has not been handled in 
accordance with the AMC Form 261A. 
(iii) The basis for the buyer’s recommendation if award is 
recommended to other than small business. 
(iv) The number of sources solicited. 
(v) The correct name and location of each bidder and 
whether the bidder is large or small business. 

(G) The AF small business specialist will notify the buyer 
when not satisfied that adequate consideration has been 
given small business concerns in the handling of the pro- 
curement, and will be given an opportunity to appeal to 
the chief of the procurement committee at AMC field 
procurement activity prior to awards being made. At Hq 
AMC, such appeal will be made to the Assistant to the 
Director of Procurement and Production. The AF small 
business specialist will notify the buyer of any disagree- 
ment immediately upon receipt of the abstract in order 
that the procurement will not be delayed. Normal review 
functions will, of course, be performed on all awards re- 
quiring approval of higher authority. 

The AF small business specialist at AMC field procure- 
ment activities will review all DD Forms 350, “Individual 
Procurement Action Reports,” before they are forwarded 
to Hq AMC. AF small business specialists at Hq AMC 
will review DD Forms 350 originating from the buying 
divisions, Hq AMC, prior to inclusion of the information 
thereon in the monthly reports to Hq USAF, and advise 
the buyer when it appears that the small business infor- 
mation on the form is incorrect. 

Each activity covered by the scope of paragraph 51-104 
will submit AMC Form 261, “Small Business Monthly 
Activity Report” (Reports Control Symbol AMC-N5 au- 
thorized this report) as of the end of each month to reach 
Hq AMC, attn: MCP-5, not later than the 12th calendar 
day of each month following the “as of date.” The AF 
small business specialist will be responsible for maintain- 
ing records on AMC Form 261B, “Small Business Procure- 
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ment Abstract,” and submitting reports direct to Hq 
AMC, attn: MCP-5, on all procurements in an amount of 
$10,000 or more. If a cross-reference card is required, 
AMC Form 261C, “Small Business Cross Reference Ab- 
stract,” will be used. 

(4) The Preparedness Branch MCPBI, Industrial Resources Divi- 
sion, Hq AMC, will make available to the Executive for Small Business at 
Hq AMC the Department of Defense Preferential Planning List and the 
Department of the Air Force Departmental List. The Executive for Small 
Business will promptly inform MCPBI of the names of established or 
potential small business suppliers appearing on existing bidders’ mailing 
lists for the items in question, and further will take such action as appro- 
priate to assist MCPBI in affording guidance to prime manufacturers in 
establishing their subcontract structures. 

(c) Waiver List. Items and types of procurements listed below will 
rarely be considered suitable for small business production: 

Airplanes and Spare Parts. 

Aircraft Engines and Spare Parts. 

Propellers and Spare Parts. 

Turbosuperchargers and Spare Parts. 

Automatic Pilots and Spare Parts. 

Flight Simulators and Spare Parts. 

Aircraft Wheels and Brakes. 

Gyroscopically Operated Flight and Navigation Instruments. 

Constant Speed Drives for Aircraft. 

Ground Navigation and Search Radar. 

Airborne Bombing Radar Systems Purchased Complete. 

Fire Control Systems Purchased Complete. 

Bombing Radar Systems Purchased Complete. 

Gun Bomb Rocket Sights. 

Bombing Navigational Systems Purchased Complete. 

Special Tools (Class 18) When Purchased With Aircraft or Engines. 

Aerial Cameras and Spare Parts. 

Aircraft Starters and Spare Parts. 

Aircraft Generators and Spare Parts. 

Aircraft Carburetors and Spare Parts. 

Landing Gear and Spare Parts. 

Aircraft Spark Plugs. 

Turrets and Spare Parts. 

Aircraft Steel Cable. 

Aircraft Fire Extinguisher Systems and Spare Parts. 

Guided Missiles. 

Utilities Contracts (gas, electricity, sewage, etc.). 

Aircraft Fuels and Lubricants. 

51-105 Responsibilities of Small Business Specialists Assigned to 
Offices Concerned With the Administration of Contracts. 

(a) A small business specialist assigned to an AMA will exercise 
staff assistance (surveillance) and technical direction with respect to small 
business functions of APD’s within the jurisdiction of the AMA. (See 
pertinent paragraphs of 51—-103(c).) 

(b) Small business specialists assigned to an APD are responsible 
for, but not limited to, the following functions: 

(1) Make personal visits to prime contractors within the geo- 
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graphical limits of the APD. Such visits will be coordinated where such 
officials are assigned, with the contractor’s small business liaison office, 
and/or with the AFPR. 

(2) Furnish the prime contractors a list of applicable small busi- 
ness concerns who have facilities of the type required by prime contractors. 
If necessary, the small business specialist will solicit this information from 
small business specialists of other air procurement districts. The Air Force 
will give to representatives of the Small Business Administration access to 
any and all lists of small business firms or facilities which they have pre- 
pared for the purpose of consolidation by the Small Business Administra- 
tion with such combined inventories of small business concerns and their 
facilities as the Small Business Administration may deem it advantageous 
to maintain. 

(3) Maintain bidboards. 

(4) Assist small business concerns in becoming established in the 
appropriate procurement sources system. 

(5) Compile and maintain lists of small business concerns. 

(6) In such instances where the small business specialist consid- 
ers that in a specific case equitable treatment is not being given to a small 
business concern, or that the existing policies or procedures are not equi- 
table to small business concerns, promptly report the circumstances by 
letter to the chief of the air procurement district. 

(7) Attend and represent the APD at meetings or industrial 
gatherings concerned with small business problems. 


Note. For the purpose of this Instruction “local Government agencies” is in- 
terpreted to include not only Federal but also State and local organizations. This 
will include governors’ small business commissions, local chambers of commerce, 
and other civic organizations concerned with the problems of smal! business. 


(8) Conduct such a program to discover small business sources 
when a purchasing office requests additional sources. 

(9) Take such action as is required by AFPI 52-107(i) (1). Small 
business specialists may serve on committees or boards concerned with 
facility capability surveys or reports as determined by the chief, APD. 

(10) Review proposals for facilities expansions to determine if 
the small business specialists’ files contain records of any existing open 
capacity of the type required, and make appropriate recommendations. 

51-105.1 Reports. AMC Form 261D, “Small Business Quarterly 
Progress Report,” will be prepared for each calendar quarter (covering the 
periods from July through September, October through December, January 
through March, and April through June). Each APD will submit such re- 
port in duplicate to the appropriate AMA headquarters. Each AMA will 
prepare this report for the operation at its headquarters, and attach one 
copy of the report submitted by each APD. One copy of these reports, 
supported by the detailed breakdown by States required by item 7 of AMC 
Form 261D, but omitting the detailed breakdowns required by items 4, 9, 
and 10, will be submitted to the Commander, AMC, attn: MCP-5, in such 
time as to be received not later than 25 calendar days after the end of the 
period covered by the report. Reports Control Symbol] AMC-N37 is assigned 
to this report. 
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Part 2—Policy Governing Air Force Relations With the Small 
Business Administration 


51-200 Scope of Part. This part sets forth the policy governing the 
relations betwen the Air Force ani the Small Business Administration (here- 
inafter referred to as SBA,) and the procedures to be followed thereunder in 
the handling of Air Force procurements. 

51-201 Applicability. This part is applicable to all Air Force purchas- 
ing activities within the continental United States, however, operation here- 
under will be accomplished only at those installations to which a Small Busi- 
ness Administration representative is assigned. 

51-202 Legislative Authority of the Small Business Administration. 
Public Law 153, 83d Congress, 1st session (approved July 30, 1953), created 
the “Small Business Administration” and gives the Administration certain 
authority incident to the placement of Government contracts with small- 
business concerns. In order to coordinate the existing Air Force small-business 
program with the legislative authority of the Small Business Administration 
under the act, the policy and basic procedures covered in this instruction are 
established. 

51-203 Policy. This part reaffirms the policy of the Air Force to obtain 
for small-business concerns the greatest practicable participation in its direct 
placement of contracts. 

(a) Incarrying out this policy, and the procedures set forth in this part, 
the primary consideration of the Air Force will be that of securing performance 
or deliveries at the time, in the quantity, and of the quality required by its pro- 
gram, and nothing in this instruction will detract from that consideration. 
Furthermore, actions taken under this policy shall be consistent with other 
procurement and military objectives. 

(b) The contracting office has responsibility for the proper award of 
contracts, and the procedures established herein shall be carried out in such 
manner as not to impair or interfere with the expeditious operation of the pro- 
curement process. The SBA representative will have no veto power in the 
placing or awarding of contracts. 

(c) In furtherance of the purposes of the act creating SBA and in the 
carrying out of the procedures hereinafter set forth, Air Force and SBA per- 
sonnel will consult and cooperate to the maximum extent practicable within 
contracting offices to which SBA personnel may be assigned, and at other levels, 
as appropriate. 

(d) Disagreements between SBA and contracting offices of Air Mate- 
riel Command in interpretation of policy and procedures which cannot -be 
settled at Headquarters, Air Materiel Command, will be referred to Head- 
quarters USAF, and the SBA headquarters in Washington, for resolution. 

51-204 Basic Procedures. 

(a) The SBA may assign representatives to the contracting offices of 
the Air Force in continental United States, giving prior notice in each case to 
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Headquarters USAF, Attn: AFMPE. Such representatives will be known as 
SBA representatives, and will be furnished with necesasry and reasonable 
facilities, when available, for the proper performance of their functions. 

(b) SBA will obtain prior security clearance of not less than SECRET 
for all employees and representatives assigned to duty at Air Force contracting 
offices. Proof of clearance will be presented to the Base Provost Marshal prior 
to performance of assigned functions. 

(c) SBA representatives will be required to conform to the same con- 
duct code which binds contracting officers, small-business specialists, and other 
persons having to do with procurement by the Air Force as set forth in appli- 
cable regulations. (See AFPI Section I, Part 20.) Breaches by SBA person- 
nel will be promptly reported to SBA headquarters for appropriate action. 

(d) Contracting offices, through the senior Air Force small-business 
specialists therein or other designated representatives of the chiefs of the con- 
tracting offices will afford the SBA representatives assigned to such offices an 
opportunity to jointly screen all procurements (except for those items classi- 
fied “Confidential” or higher and those of an emergency nature). While emer- 
gency purchases and classified procurements are excluded from the joint screen- 
ing process, the contracting office will inform the SBA representative of the 
nature of the emergency, and in all cases will continue to secure small-business 
participation when the procurements are suitable for performance by small- 
business concerns. 

(e) When the buyer is ready to take action to issue an Invitation for 
Bids or Request for Proposals in connection with procurements which have 
been selected as suitable for performance by small-business concerns, by the 
joint screening process as referred to in paragraph (d) above, the small- 
business specialists will check with the Small Business Administration repre- 
sentative to ascertain if he desires to discuss the procurement with the buyer. 
If the Small Business Administration representative desires such action, it will 
be arranged with the buyer by the small-business specialist. The discussion 
when held will include, but not be limited to, circumstances surrounding the 
particular procurement and the amount the buyer should endeavor to place 
with small-business concerns. Contracting officers will also provide SBA repre- 
sentatives an opportunity to recommend, within a reasonable period of time, 
appropriate numbers of small-business concerns for inclusion in the list of 
firms to be solicited with respect to any procurement found suitable for per- 
formance by small-business concerns. 

(f) SBA is empowered by the act to determine the concerns which are 
to be designated “small-business concerns” for the purposes of the act. Such 
determinations, when made, shall be accepted by the Air Force. Neverthe- 
less, in the absence of such determination, the Air Force will observe the De- 
partment of Defense definition of small-business concerns as “any concern 
which, including its affiliates, employs in the aggregate fewer than 500 persons.” 

(g) The policies herein prescribed do not in any way alter the present 
method of awarding contracts by formal advertising except those handled 
through “Small Business Restricted Advertising,” which will be handled as 
set forth in paragraph 51-205 (d). Therefore, if formal advertising is de- 
termined by the contracting officer to be the appropriate method to utilize for 
a particular procurement, invitation for bids will be issued and awards made 
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in precise accord with the provisions of ASPR and AFPI Section II. In 
the implementation of the policies stated herein, contracting officers are 
cautioned not to engage in the practice of inviting bids for formally adver- 
tised procurement and then rejecting all bids and resorting to negotiation; 
for, in so doing, bidders would quickly lose confidence in the competitive bid 
system. Special care will be exercised to the ena that small business con- 
cerns whose names appear on the appropriate bidders’ lists will receive an 
opportunity to participate. 

51-205 Joint Determinations. In the course of or subsequent to 
screening, but prior to issuance of request for proposals or invitation for 
bids, the SBA representative may initiate action for a joint determination 
in accordance with criteria set forth in section 214 of the Small Business 
Act of 1953. A joint determination is an action participated in by a procur- 
ing contracting officer and a SBA representative wherein a procurement, or 
specified percentage thereof, is earmarked for placement with small busi- 
ness only. Should the SBA representative elect to initiate a joint deter- 
mination, he will furnish the AF small business specialist with the signed 
SBA joint determination form in quadruplicate for transmittal to the con- 
tracting officer. The contracting officer in the light of the circumstances 
surrounding the procurement will either concur by signing the SBA joint 
determination form, or reject, stating in writing thereon his reasons for 
rejection. If, in the event of rejection, it is desired to appeal, the SBA 
representative will be given 2 full workdays to appeal to the following for 
final written decision: (i) at AMC field procurement activities appeal 
should be made to the local director of procurement and production; (ii) at 
Hq AMC appeal should be made to the Assistant to the Director of Procure- 
ment and Production (MCP-1) ; at purchasing offices other than Hq AMC 
and AMC field procurement activities, appeal should be made to the installa- 
tion staff officer responsible for procurement. 

(a) Joint determinations will not be made with respect to general 
classes of items, but wilil be limited to individual procurement actions which 
are expected to involve an expenditure of $10,000 or more. 

*(1) In order to assure that proposed procurements under joint 
determination receive widespread publicity, such procurements will be 
synopsized, in accordance with AFPI 2-206, in the Department of Com- 
merce “Synopsis of U. S. Government Proposed Procurement, Sales, and 
Contract Awards.” In transmitting procurement information to the De- 
partment of Commerce for inclusion in the Daily Synopsis, a separate 
transmittal will be made on those procurements which are under joint 
determination, and the transmittal will clearly state that “The Proposed 
Procurement(s) listed herein is (are) under joint determination.” 

(2) Invitation for bids or request for proposals on procurements 
on which a joint determination has been entered into will be made available 
in sufficient number to provide for a minimum of one copy, with all attach- 
ments, for each SBA Regional and Branch Office and the SBA Washington 
headquarters, except where the SBA representatives believe a smaller 
number of copies will be adequate. The SBA representative will handle the 
distribution of the data to their offices. 
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(b) Joint determinations will be binding on procuring contracting 
officers and such procurement, or specified percentage thereof, must be 
placed only with small business concerns, unless modified or withdrawn as 
provided for below. If in the light of the facts and circumstances existing 
at the time of the placement of the contract, the contracting officer con- 
siders that a contract cannot be made with a smal! business concern without 
detriment to the Government’s interest (e. g., because of unreasonable 
price) the contracting officer may request withdrawal or modification of the 
joint determination. 

(1) If the joint determination is withdrawn or modified, an appro- 
priate statement will be signed by the SBA representative and the procur- 
ing contracting officer on the SBA joint determination form. 

(2) Disagreements in connection with withdrawals of joint deter- 
minations wlil be referred for final decision to the officials designated in 
paragraph 51-205. A signed record of such final decision will be made and 
retained in the procurement file. 

(c) Contracting officers and other appropriate AF personnel en- 
gaged in carrying out this program will be guided by the following consid- 
erations: 

(1) Contracting officers will endeavor to allow a minimum of 30 
days from date of issue of an IFB or RFP to opening or closing date on all 
procurements. A shorter time than 30 days, however, will not in itself be 
an acceptable reason for rejecting a joint determination. 

(2) The fact that, historically, a large percentage of similar pro- 
curements had gone to small business concerns should not constitute a valid 
and complete reason for refusing to enter into a joint determination. 

(3) 100 percent joint determination may be entered into by a con- 
tracting officer when he is satisfied that there will be sufficient responsive 
bids or proposals from small business concerns to assure adequate competi- 
tion and a fair price to the Government. 

(4) With respect to qualified products, joint determinations should 
not be refused solely on the grounds that the item being procured is on the 
Qualified Products List. On procurements of items appearing on this list, it 
could be proper to have a joint determination for percentages less than 100 
percent if both large and smali business concerns in adequate numbers are 
on the list. 

(5) Applicability of the set-aside provisions of DMP No. 4 does 
not in itself prevent a contracting officer from entering into a joint deter- 
mination whether 100 percent or partial. The sufficiency of small business 
qualified sources in Group IV labor areas, however, should be considered by 
the contracting officer. 

(6) In the event a bid or proposal is received by the contracting 
officer on a procurement having a 100 percent joint determination, or 
on that portion of a procurement covered by a partial joint determination, 
from a concern which at the time does not meet the DOD definition of a 
small business concern, the bid or proposal will be considered as nonre- 
sponsive. However, if any such bid or proposal is of such nature as to 
lead the contracting officer to consider that the existence of the joint 
determination would cause the making 
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of a contract detrimental to the Government’s interest (e. g., because of un- 
reasonable price) he may request withdrawal of the joint determination as 
authorized and provided in paragraph 51-205 (b). 

(7) Joint determinations may not be entered into: 

(A) In the case of procurements in which the contracting officer 
has already made his recommendation for award to a small- 
business concern or knows that the award(s) must be made to 
a specific small-business concern or concerns; 

(B)} Which would exclude planned producers involuntarily from 
the opportunity to submit proposals on procurements of items 
on which they hold planned producer status; (this does not 
preclude the making of a partial joint determination in other- 
wise appropriate cases, or in considering a 100 percent joint 
determination where it is known that the large-business con- 
cerns holding planned producer status do not desire the oppor- 
tunity to submit proposals on the procurement in question). 

(C) Ona procurement which must be placed with a justifiable “sole 
source.” In other procurements of items for which there is 
only one known source, or an inadequate number of sourees 
to obtain competition, the Air Force will continue to develop 
further sources using any appropriate means, including the 
help of the SBA. New sources will not be confined to small- 
business concerns only. 

(d) Procurements under a 100 percent joint determination may be en- 
tered into by means of negotiation or by a method te be known as “Small 
Business Restricted Advertising.” Small business restricted advertising, in- 
cluding awards thereunder, will be conducted in the same way as prescribed for 
formal advertising under section II, Armed Services Procurement Regulation, 
except that bids and awards will be restricted to small-business concerns and 
the contract shall be awarded pursuant to the authority of section 214 of Pub- 
lic Law 163. Where negotiation under section 2 (c) of the Armed Services 
Procurement Act is the method of procurement, competition and widespread 
publicity will be used to the fullest extent practicable and due consideration 
shall be given to placing procurements, without detriment to the Government, 
with qualified small concerns in need of business as against small concerns 
having ample workload. 

(1) Each invitation for bids issued in connection with a proposed pro- 
curement which has been earmarked 100 percent for small-business concerns 
will contain substantially the following clause : 


NOTICE TO PROSPECTIVE BIDDERS 


The Small Business Administration and the Contractmg Officer have 
jointly determined, in accordance with the criteria set forth in section 
214 of Public Law mae award this procurement to a small-business 
concern. Therefore, bids under this procurement are restricted to small- 
business concerns, and awards will be made to the small-business concern 
submitting the lowest responsible bid conforming to the invitation, pri 
and other factors considered. (The Department of Defense defines sm 
business as any concern which, indiuding its affiliates, employs in the 
aggregate fewer than five hundred employees.) The right is reserved to 
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reject any bid when it is in the interest of the Government to do so. Bids 
received from firms not classified as small business will be considered as 
nonresponsive. 

(2) Each request for proposals issued in connection with a proposed 
procurement which has been earmarked 100 percent for small-business 
concerns will contain substantially the following ciause: 


NOTICE TO PROSPECTIVE BIDDERS 


The Small Business Administration and the contracting officer have 
jointly determined, in accordance with the criteria set forth in section 214 
of the Small Business Act of 1953, to award this procurement to a small- 
business concern; therefore, proposals under this procurement are re- 
stricted to small-business concerns, and the contracting officer will under- 
take to negotiate exclusively with small-business concerns submitting pro- 
posals, ( Department of Defense defines small business as any concern 
which, including its affiliates, employs in the aggregate, fewer than 
500 employees.) The right is rese to reject any proposal when it is 
in the interest of the Government to do so. Proposals received from firms 
not classified as small business will be considered as nonresponsive. 

(3) Each Invitation for Bids or Request for Proposals issued in con- 
nection with a proposed procurement where less than 100 percent thereof has 
been earmarked for small-business concerns will contain substantially the 
following clause: 


NOTICE TO PROSPECTIVE BIDDERS 


The Small Business Administration and the Contracting Officer have 
jointly determined, in accordance with the criteria set forth in section 214 
of Public Law 163, that an additional quantity of item(s) 
covered by this er ees have been set aside for subsequent 
negotiation exclusively wi -business concerns. 
.(e) When a joint determination for a stated percentage of less than 
100 percent is entered into in conjunction with formal advertising conducted 
pursuant to section 3 of the Armed Services Procurement Act, the percentage 
under joint determination will be negotiated. In situations in which such a 
stated percentage is so used, the following procedure will be utilized: 

(1) Determine the optimum quantity which, because of manufactur- 
ing processes, would probably yield the most favorable price and issue invita- 
tions for bid under the advertised portion for that quantity only, holding back 
the remainder under joint determination for future placement by negotiation 
with small-business concerns. 

(2) Upon receipt of formal bids, undertake to negotiate with small- 
business firms the percentage held back under joint determination: 

(A) At a price equivalent to the lowest qualified bid received under 
the invitation for bids, when the award(s) is (are) for a 
single price. 

(B) At a price determined by the contracting officer to be fair and 
reasonable but in no event at a price higher than the highest 
price of an award made under the invitation for bids when 
the award(s) is (are) at multiple prices. In the absence of 
changes in market trends and other factors requiring consider- 
ation, the contracting officer shall use for such fair and reason- 
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able price the weighted average. The weighted average shall 
be ascertained by adding the total dollar amounts of all awards, 
then dividing such grand total by the total number of units in 
all awards. 

51-206 SBA Certification of Small-Business Concerns. The Small 
Business Administration, regardless of the existence of a joint determination, 
has the authority to certify with respect to the competency of any small-business 
concern, or approved production pool (Section LI, Part 3) as to the capacity 
and credit. The Small Business Administration will be advised with respect 
to small-business concerns which, in spite of having submitted acceptable bids 
or proposals, are being or may be rejected on grounds of capacity or credit or 
both. In such cases the procedures to be followed are set forth in paragraph 
52-107 (i). Prior to making a certification as to the competency of a small- 
business concern, SBA will obtain and consider such technical and financial 
information concerning the firm as may be available from the purchasing 
activity. Certifications as to financial competency reflect the judgment of SBA 
that the Government will not be taking an unreasonable risk of an unsatisfied 
judgment in the event of default, although it is not implied that all possible 
future claims by the Government will be fully satisfied. Contracting officers 
will accept certificates of competency from SBA as conclusive without requir- 
ing the meeting of any other requirements with respect to capacity or credit. 
However, in the case of grave doubt on the part of the contracting officer as to 
the firm’s ability to perform in strict accordance with the particular procure- 
ment requirements, the case with all pertinent available information will be 
forwarded to the Director of Procurement and Production, Headquarters AMC, 
for review, and further procurement action will be withheld pending instruc- 
tions from the reviewing authority. Suitable comments regarding the case 
should be included and should indicate the urgency if any exists of making the 
award by a specific date. If doubt remains on the part of the Director of Pro- 
curement and Production, Headquarters AMC, or his designee, as to the ability 
of the certified firm to perform in strict accordance with the particular procure- 
ment requirements, the case and all pertinent information will be forwarded to 
Headquarters USAF for review and final action. 

51-207 SBA Certification That the Administration Is Competent To 
Perform the Contract. In any case in which SBA certifies, in accordance 
with section 208 of the Small Business Act of 1953, that SBA is itself competent 
to perform any specific Government contract, such certification will be made 
by the Administrator or Deputy Administrator of SBA to the Secretary of the 
Air Force. 





MILITARY PROCUREMENT—1955 


AppENDIXx 10 


Extract From AFPI 52-108 


(e) Negative FCR’s on small-business concerns or approved defense production 
pools that have been designated ‘‘small business’ by Smal! Business Administra- 
tion. Before award to a small-business concern or approved pool can be with- 
held on the basis of a negative FCR with respect to either question ‘‘one”’ or 
“two,” the Small Business Administration must be given an opportunity to 
certify with respect to competency of the concern or approved pool as to capacity 
or credit (AFPI sec. LI, pt. 1). The following procedures wil] apply unless the 
negative FCR has been reversed: 

(1) Before proceeding with the selection of another source, the buyer will wait 
5 working days, unless notified sooner, after receipt of the negiative FCR from 
the AMA for advice from the AF small-business specialist in the purchasing 
office as to whether a certificate of competency has been recommended to the 
Administrator of Small Business Administration, or his designee, by the Small 
Business Administration region office. 

(2) If the buyer is notified prior to, or at the end of, 5 working days by the AF 
small-business specialist in the purchasing office that the Small Buginess Admin- 
istration region office will not recommend that a certificate of competency be 
issued, he may proceed with the selection of another source. 

(3) If the buyer is notified by the AF small-business specialist in the purchasing 
office, prior to or at the end of 5 working days that the Small Business Administra - 
tion region office will recommend a certificate of competency, the buyer will 
withhold further action on the procurement pending receipt of such certificate of 
competency or notification that the certificate will not be issued. 
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